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Teacher’s Introduction

This resource has been written to support the learning of Theme 3: The Global Economy, which forms part of the
Edexcel Level 3 Advanced GCE in Economics B. It gives an in-depth view of the new qualification, presenting what
specification points students need to know, plus extras along the way for extended learning.

At the beginning of this resource you will find a list of contents showing every specification point that is covered.
There are also questions at the end of each topic, with answers at the end of the resource, to help students apply
their knowledge to real-life economic contexts. Key terms are revised as a glossary at the end of the resource.

Students are given information about and opportunities to practise quantitative skills in this resource, including
the listed skills from Appendix 3 of the A Level specification.

While extremely valuable to a student’s revision, this resource should be treated as a companion to the many
other textbooks and activity guides available. As with any subject, it is good to read as widely as possible!

The notes included in this resource can be given to students before a lesson as preparation for a topic or
afterwards in order to help consolidate their knowledge, or can be used by teachers as a supplement to in-class
exercises and activities.

It is hoped that this resource, as well as offering support for teaching the essential elements of the Edexcel
examination, will help students build on their research and dissemination skills. The world of economics is a
constantly changing one, full of fascinating stories. This resource attempts to utilise some of these stories as a
basis for teaching in the most interesting way possible, meanwhile encouraging further study by the next
generation of economic analysts!

A webpage containing the links listed in this resource is conveniently provided on ZigZag Education's
website at zzed.uk/5869. This page may not include links to URLs which are used as source references.

You may find this helpful for accessing the websites rather than typing in each URL.

Free Updates!

Register your email address to receive any future free updates*
made to this resource or other Economics resources your school

has purchased, and details of any promotions for your subject.
* resulting from minor specification changes, suggestions from teachers
and peer reviews, or occasional errors reported by customers

Go to zzed.uk/freeupdates
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Theme 3 - The Global Ec
Globalisation (3.1)

S

Due to advances in technology and developments in flight and train travel and
speeds, the world has in effect ‘shrunk’ and countries are now able to trade acrossé%
borders and great distances with relative ease. A company is no longer restricted %
its own local, national market and can trade across {and and language barriers. Pre:
maximisation is most companies’ ultimate objective, and devalapi ‘
markets and growing exports is another way to achi
is not just about exports ot trading w1th ath
than that — it incorporates the moverz.s
cultural exchange. Global orz

balisation, howev
far more significant
le, the sharing of information, a
wield international influence. McDonald's
opening their fist © s not just economic growth, it was American &
%z sinisation, in a predominantly communist country. -
Globalisatio Xege®oncern for some countries which wish to preserve and maintai
identities. However, economic progress necessitates trade across borders and the
commodities and resources makes partners out of diverse cultures.

Political changes in 2016 in Europe, and su
2017, have given rise to a media that has a
political commentary and a fierce resistanc
to immigration. However, the political clim
few countries are self-sufficient enough to
an ‘autarky.’

Indeed, a business in the UK does not operate in isolation from the rest of the woks
product, but its inputs may have been imported from abroad. It is, therefore, influs:
rates and global market forces. International trade might be necessary if a country:
needs for production. Likewise, socio-economic or competitive factors might mak
for a business, and so they can use their excess capacity to export abroad instead
unlikely if a country limits international trade.

In short, most countries need to trade internationally for some reason or another.
exporting products will continue throughout the foreseeable future. Marketing, h
account certain political influences in an increasingly globalised world. Many saw
rejecting globalisation and seeking to regain national sovereignty — but this is alm
interconnected world of finance and capital goods. It is telhnq that financial centr
Manchester had the highest percentage of voters wishi 1ain in the Europ

g on political change and globalisation:
zzed .co.uk/5869-brexit-glohalisation
e zzed.co.uk/5869-trump-globalisation
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Global Markets vs Local Markets

Globalisation rules in financial markets as money moves effortlessly and expediené
and is itself a traded commodity. However, although most countries speak the lan
yen, the environment is different for companies trading in consumer products or
seeks to expand into an international market it needs to consider the differences
cultures and peoples in those societies, as well as economic factors that influenc
consumers.

Most companies trade in a series of national markets rather than one truly globa
are raw materials such as oil, gas, coal, gold, and other natural commodities. Ho
products in secondary markets —e.g. steel and manufactured coods — difference
specifications, processes and requirements become g abalised produc
commonalities — e.g. a car is a car, whether i i By Or America — but ther
consumer behaviour and preferences rkets, as well as in their ability tc
the car you sell in America m 3 the financial reach of consumers in Ir;
favours a large car an:! 55 about fuel prices than a British city-dweller w
even an ele

SRS
Local markets are clearly attractive for any company since they have first-hand kne
customs and the cultures of that market. Logistics are confined to a known area
However, a local market may also be highly competitive and there may even be
products or services. The attraction, therefore, of global business is wider market
intense competition — although the competition, while less intense, is likely to be
stage. However, companies entering global markets need to reassess their mark

successfully penetrate those markets. Take a look at the following YouTube vide
https://www.youtube.com/watch?v=2yVMnuhYp4c

Barriers to Global Markets

Businesses sometimes choose to ‘stay local’ because the barriers to entry to fore
barriers could be formal (e.g. tariffs, regulations) or informal (e.g. differences in p
However, other businesses see global markets as a necessary way to hedge their
downturns — although ‘contagion’ is become an increasingly important issue in i
Often, the most effective means for a company to expand into international mar!
or merger.
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— Questions: Globalisation (3.1a)

1. a) What are 5 advantages and dISadVantages of gl()ballsatlo .
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Growing Economies

Aim: to make sure you are comfortable with:
e understanding the difference between real and nominal values
e why real and nominal values are used
e calculating real values from nominal values
e understanding why index numbers are used
e calculating and interpreting indexes

Rising Incomes

Rising incomes will mean people have a greater abili
that people’s living standards will increase, W
influential to those with less than i

the goods they
g to note is that an
hose with mare. For those in a
there is no guarantee incomes will rise
ow let's miake sure we understand how it's im

Nominal and Real Values

Economic growth is measured using the change in an economy’s Gross Domesti
market value of all the goods and services produced (output) in one economy in
the value of all the goods and services produced, not just the volume of goods a
total price of all the goods and services is calculated to find the sum monetary v
shows the size of an economy (the amount of goods it produces), the rate at wh
(or decline) of an economy and so economic growth is the value of the percenta

Nominal values are the current values of a measure at the time of recording them.
value of an economy’s output using the prices of the goods and services at the tim
prices change over time. The price of something is found by the market forces of s
equilibrium will change over time; for example, beef or oil. Beef prices fell in 2013
which caused a fall in demand, and a consequent fall in beef prices. Qil prices have
time mostly because the supply of oil is falling. Price is the unit of measurement o
then the unit of measurement keeps changing. This means when comparing the a
from one year to the next, then growth will be exaggerated by the increasing tren

For example: an economy producing 50 socks at £1 each will have a nominal GD
£1.50 but the economy is still only producing 50 socks then the economy’s nomina
appears to have grown by 50%. However, in reality the economy has not grown at ¢;

Instead we would rather look at the ‘real’ chance aring GDP over time

Real GDP growth is one of the key economic variables that politicians will use to ¢t
economic policies, and which may even make front-page news when growth plu
the direction of the economy over the last period, giving everyone an indication ¢
right now!

" GDP can be measured using various time frames, such as every month, or even every day;§
GDP values use one-year time periods. 5
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Index Numbers

Index numbers are used to make quick and easy comparisons of values over tim
numbers from a base year that easily show percentage increase/decrease. A bas
chosen to relate measurements from all other years. They can be picked for cert
need to be any rhyme or reason to it, often it is just the first value in a data set. It i

If an index is 110, then this means that year has increased by 10% from the base y:
means it has decreased by 10% from the base year.

The maths is shown below:

Year

Year 1 (Base yean)

£18 million
£22 million
£26 million

Price Value of Year:

1)  Then the index value is found by Index for that year = (
So Year 2 would be 90 = ( ) x 100

Price Value of Base Y&
18 million

20 million

2)  The base year is always 100 [1 00 = (%) x 100].

3) To find the GDP change between years, you first find the difference be:
by the base number. GDP Change = (ndexe” Inde)] o 100. So the infla

20% = [“30 1191« 100.

Indexgase

Because the base year is always 100, finding inflation from the base yef;:‘
GDP Change=Difference between two year :

BRIC and Emerging Markets

The acronym BRIC was termed to refer to Brazil, Russia, India and China, who at
political potential to grow and ‘emerge’ into large and influential economies. Ch
countries when it came to economic performance; however, in recent years, Chin
started to slow.

The BRIC model has often been criticised for excludis
resources and external funding fmm Chin :
acceleration. Mexico and Indo
BRIC countries. Therefore ..

einerging markets.
wargued, has an endowm
er growmg econamies which, it h
s referred to as BRICS or BRIIC and e

: s'growing in recagnition is MINT: Mexico, Indonesia, Nigeri
inflow of FDXa#Gost its economy and invests heavily in infrastructure. Indonesi
in the world and it is one of the largest economies in South East Asia. Nigeria is
goods to the West Africa region, and is growing into the financial, communicatio

Turkey has seen high growth rates, sometimes of up to 10%, and has a high num
circulate their funds around the economy.

See the table overleaf for GDP stats on some of these emerging economies.
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Comparison of Growth Rates

GDP R

Countries {current US3) \\\\\:::\\}\Q\\k\\\\

2010 2011 2013 \\\}\\\\\\\\\\\*
Bhutan 1,585,396,256 1,883,654,335 §i\\§\\\§§
Brazil 2,143,067,871,760 780,912,396 | 2,245,673,032,354 s
China 5,930,502,270,3 ; 8,229,490,030,098 | 9,240,270,452,050 R@\
Germany ; : 1,628,110,015,053 | 3,425,956,470,874 | 3,634,822,579,319 §\\\\\\§\\§
Gu.atemala 471,;654,789,735 50,388,454,861 53,796,711,129 \\}\\\\\\\\\\\
Guinea 64T 47,654,789,735 50,388,454,8@ 53,795,711,129 §\ §
Iceland 12,564,705,489 14,042,801,904 13,586,123,061 14,619,848,414 A
India 1,708,458,876,830 | 1,880,100,141,185 | 1,858,744,737,180 | 1,876,797,199,133 \\\\\\\\\\\\\\§
Indonesia 709,190,823,320 |  845,931,645399 |  876,709,347,689 868,345,645,449 R
Italy 2,055,355,252,805 | 2,196,336,800,620 | 2,013,265,404,946 | 2,071,306,890,125 @Q‘\\\\\\\\
Japan 5,495,387,182,996 |  590,563,087,455 | 5,937,766,585,288 | 4,901,529,519,266 \\@‘
Kenya 32,440,133,261 34,313,315,840 40,264,403,585 4,410,114,724 \\\\\\\?\k\\\\\
Mexico | 1,051,627,949,327 | 1,170,085,556,896 | 1,186,460,890,130 | 1,260,914,660,977 \\\\ii\\f\\\\\\
New Zealand 143,466,535,135 |  163,841,041,662 171,461,480,706 185,787,428,717
Peru 148,509,857,547 |  170,563,949,736 |  192,636,058,714 2,295,635,536 @\\\\x\\
Romania 164,792,252,746 182,610,666,616 19,638,162,013 % § COPYRIGHT
Russian Fed. | 1,524,916,112,079 | 1,904,793,021,649 2,096,777,030,571 %\\\\\\\\\ PROTECTED
Sudan 65,632,237,471 029,562,337 66,547,789,474 § \
Sweden 463,062,061,649 523,941,063,360 |  558,948,700,780 \\\@‘ i
Tunisia A4 054 00 129,422 45,238,491,581 47,128,700,683 \\\\\w 9
UK 2,462,484,285,580 | 2,461,768,284,868 | 2,521,380,958,035 G Qg ;
USA 15,533,800,000,000 | 16,244,600,000,000 | 16,768,100,000,000 x\\\\\\\\\\\\ Educotton -
Rep. Yemen 29,207,296,703 31,992,801,303 35,954,502,304 »
Zambia 16,190,196,832 19,201,691,493 20,596,424,325 22,383,715,315

Course Companion for A Level Edexcel Economics B: Theme 3



Trade and Growth

For this section, it might be helpful to go back and read your notes on globalisati

Global trade liberalisation is the removing of obstacles that prevent businesses fi
These obstacles are called ‘trade barriers’ and are things such as tariffs and quot
(WTO) aims to liberalise trade and create an international market with free trade.

As well as the actions of the WTO, trade has been liberalising in recent years due t
the political-social opening of recently closed economies.

Specialisation

Adam Smith was an eighteenth-century
of specialisation, This is the idea th
one aspect, or in the con
producing oD e

ame up with the idea
ssnould coricentrate on only

soviomy, there should be concentration on

ested countries should only produce goods they

For example, France should specialise in producing wine and Belgium should specié

order to obtain both goods, France and Belgium should trade their excess wines anc::

Disadvantagesy

Advantages of Specialisation and Trade

e Lower prices o Trade deficit
By producing the goods for which it has a competitive If a countryisu
advantage, a country can produce the goods cheaper

than another country could. Therefore, all goods will its goods. -
have lower prices if each good was produced by the  Contagion (mcr\
country that had the advantage. shock)

e More consumer choice
By trading, consumers have access to more goods from
other countries.

As has been seet:
crash, economici

o Larger markets
Firms can benefit from specialisation and global trade

because their audience is expanded to a bigger (global) find they are al
market. economic shoc

economies.

economies; as o
countries that wg

o Economies of scale
Because firms have a greater audience, there is greater
demand for their goods. This means they have the
opportunity to expand and gain from econom;
scale.

¢ Increased living standar

If countries follos

wns of David Ricardo

: wnéy can find they have an

hg standards. By producing the goods in
which th¥ nave a comparative or absolute advantage
and trade for the rest, then they will ensure consumers
benefit from lower prices and increased consumer
choice from international goods. The economy will see
an increase in growth rates and production increases.
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Foreign Direct Investment (FDI)

Foreign direct investment (FDI) is when a foreign company starts operating in an
associated with Western firms setting up in a developing country (perhaps to be
because of its strategic location) but it also applies to developed countries. For e
multi-billion pound nuclear power deal with the Chinese firm CGN: the single lar
the UK.

FDI can be beneficial for receiving economies, particularly in terms of jobs. It pro
opportunities that may not have been possible otherwise, since foreign firms pro
can stimulate the economy via the multiplier effect: the newly employed workers
the economy, which boosts the incomes of others and mcreases tax revenues fo
economic growth. FDI can also benefit the economy by i
have been available before. If the investing comj
increase in ‘human capital’).

car workers, the skil

However, there are cone
particularly eyl

cases FDi can lead to exploitation of |
orking conditions, low wages and environmental d
- in, but some might pursue higher profits at the expense;

Trading Blocs

The benefits of trading blocs are that they increase trade among member
countries and the reduction in trade barriers reduces the cost for firms doing
business across national borders. This means consumers can benefit from
cheaper produce and greater choice of products, while firms can benefit from
higher profit margins. Businesses can also benefit from economies of scale as
they can expand and grow into a bigger market and audience. For firms
outside of the trading bloc, they can find they are met with price-inflating
barriers that prevent them from trading with firms within the bloc. They may
find trade with previous partners has been diverted away from them and
instead towards firms within the bloc.

Since the creation of the EU, there has been a great deal of trade creation
among EU member countries due to the reduction of trade barriers between
them (this is known as the European Single Market). However, trade has been
diverted away from non-member countries (trade diversion) since the
interaction between member countries is made easier due to the EU trade
bloc. Commonwealth countries and the UK have found their trade
relationships have failen since. The EU is one of the first monetary and
economic unions with the unifying of the countries’ curre

The European Single Market generally ben
the market. Since the creation
about changes in the exchy
have a much,) s

S that operate within

overbearing, a!’;hough usualiy they are des;gned to protect consumers and the en;

As well as the EU, there are other trading blocs that are growing and expanding |r
ASEAN and NAFTA.

The Association of Southeast Asian Nations (ASEAN) started in 1967 and included::
Philippines, Singapore and Thailand. Brunei, Cambodia, Laos, Burma and Vietnam
1997. Originally the association was started to prevent the spread of communis

Course Companion for A Level Edexcel Economics B: Theme 3 Page 9 of 84
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development. Since then, the ASEAN Declaration has set out to accelerate social
development, and promote peace, stability, collaboration and mutual assistance ¢
It also aims at improving the living standards of the people in agriculture and ind

The North American Free Trade Agreement (NAFTA) is an agreement between the
The agreement'’s objectives are to eliminate all tariff and non-tariff trade barriers an
between the member countries. Since the formation of the agreement, trade betwe
dramatically. Mexico has equally prospered from the agreement with boosts in its i
value-added production. Mexico has also benefited from access to American meat
the American meat industry.

estic consumers may:
Slntries which is referred to as

This highlights a mutual ‘cause and effes
‘interdependence’ of economi )

Impact of Trading Blocs on Firms

Businesses find both advantages and disadvantages when they locate inside a tra
implications for being outside of one too.

Access to a larger market through locating inside a trading bloc such as the NAFT
opportunities for firms to specialise and benefit from economies of scale. More in
can mean even greater benefits, including the free movement of labour (leading t
recruitment) and simplified regulations across a range of countries. The increased
(see below) — can give firms an incentive to innovate and become more efficient,
more longevity.

However, as has been seen in the news recently with the UK's vote to leave the EL |
against trading blocs, and these include some negative aspects for specific firms.
same across the EU, these regulatory standards (pejoratively known as 'red tape’)
firms might otherwise face in their home country. A larger market might mean gr
specialisation and efficiency overall, but for individual firms it could mean exposu
hope to beat, such as competitors who have access to cheaper labour or governnt
have a deep impact on a particular industry, it may be more difficult or expensive
for changes — lobbying to the UK parliament may be much easier and simpler (e.g
lobbying Brussels (where MEPs have less direct power).
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Trade Policy and Trade Negotiations

If free trade is so good for consumer choice, inflation and economic growth, wh
restrict free trade?

EEaa
.

S
S
&

S

¢ Infant and Sunset Industry Argument
A sunset industry is an old and declining industry. Income flows tend to bec
these industries due to their decline in profits and lower demand for their g

important to economies and need to be supported. Infant industries are th Y
inexperienced and need supporting until they have gained the finance, dem w
the market. Countries may wish to put trade barriers in place in order to prot: §‘\\\\§\§

competition and facilitate them to remain in the market.

~

e  Retaliation
If a country imposes trade barriers
restriction.

e

ry’'s goods, the country ra

R

gy,

ressure from the public if industries begin to decliné. &

SR response the government may impose protectionist measu

i

a
"4

G

B
E: B
\\\k\\\\\‘\ks\\,

e

o

e  Protect Employment
The general idea is that trade barriers will increase the price of foreign
goods. Foreign markets may threaten domestic ones because their goods
are cheaper or of better quality. In economics we would say ‘their goods
are more competitive’. Demand will shift from domestically produced
goods to imports. This means the domestic industry starts to decline and
jobs will be lost. A trade barrier is believed to shift domestic demand
from imported goods to domestic goods and thus cause the industry to
expand and create jobs. This in return will increase employment. This can
be done in a particular industry, by applying trade restrictions to certain
goods, or this can be done to protect the employment levels in the whole ect
restriction.
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¢  Retain Self-sufficiency
Some countries may be uncomfortable with global trade because it means ths
to provide certain goods and services. Instead, countries may enforce trade
economy to remain producing certain goods so they still have a supply in cag
trade patterns.

e Balance the Balance of Payments
The idea here is that a trade barrier will increase the price of imports and, t
imports. As imports fall it is hoped a trade balance deficit will decrease and

e  Prevent Dumping
Dumping occurs when a foreign country sells !
This is bad because it can put domes :
restrict the amount of goods
dumping their goods,

guods in the domesti
areout of business and disrup
sell in the domestic economy anc

COPYRIGHT
PROTECTED

the domestic économy. Therefore, a country may impose a trade restriction it
competition threatened from foreign markets.
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e  Protect Strategic/Important Industries
During times of conflict or global instability, normal trade patterns are disru
protect certain industries that produce goods that are invaluable to the eco
comparatively disadvantaged. This is because during times of disrupted trade
a steady supply of these goods and, if they are protected, can get them from:
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Types of Trade Barriers

. A
Price

(£)

So

World Price +Tariff

: 4

Qs Qs Quantity )

Imposition of a tariff

The price would be pushed up to Pw.:t. This means more domestic firms can comps
of domestically produced goods will rise to Qu. At this higher price, domestic de

still greater than Q, the country will still need to import,
but by a lesser amount.

The shaded area is the amount the government will
receive in tax revenue from the tariff.

Quotas

Quotas are similar to tariffs, but instead of imposing a tax
on imported goods, quotas are simply a restriction or
limit on how many goods and services an economy can
import.

The diagram to the right shows how the demand and
supply diagram for imported goods would look if the
government implemented a quota. Without the quots,
the quantity imported would be Sg. However, with g
quota at Sq, the supply curve becomes ¢ .
inelastic as the quantity will no
price after this point. Thi
goods an ecoullily *

qivaless of
number of

Governme X Zgislation and Subsidies

A subsidy is a grant the government gives to domestic
producers in order to lower their costs and become more
price-competitive in comparison to international goods
(see the diagram).

Subsidies work in a similar manner to taxes but the other
way around. Unlike a tariff, a subsidy actually incurs a cost
as governments need to give money to producers.

Tariffs
Tariffs can also be kn
duties. Tariffs are sim
pay in order to sell i
taxes increase the co
prices on imports wi

Closed to internatio
The diagram to the |
The demand and su

€ economy was clo

Open to internatio
However, the price o
lower, at Py. If the co
trade, then domestic
most domestic firms
international firms. Ha
demand would be at ¢
to import (I1) in order:

Price (£)

Po b

Price

Pe
Subsidy IPS |

P4
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Other Trade Barriers

There are other ways in which a government can manipulate imports that are mor
tariff or quota. For example, a government can implement expensive and long-win
order to deter foreign trade. Environmental or health and safety regulations are an

Impacts of Protectionist Policies

e Consumers
Consumers often suffer from protectionist policies as cheaper goods are pr
Instead consumers’ demands are directed towards domestic producers who
disadvantage. The hope is that the domestic firms will gain @ competitive a
to produce the goods competitively.

e  Producers
The impact of protectionist p
producer is domestic orf
Domestic gro

cers will have different effects
“whether they import materials, export
demand for their products increases as pro
imported goods to domestically produced goods. Dom
@ 1 protectionist policies from tit-for-tat retaliation from other
business. Some producers may impaort parts for production, such as a table
raw wood materials. These producers may find their costs increase as prote
imported goods. Foreign producers who sell goods in the country will find
protectionist policies increase their prices.

¢  Governments
Governments may add protectionist policies in due to a political agenda; fo
employment which will gain voter opinion. However, protectionist policies,
costly, and can create a fiscal deficit leading to debt increase. Alternatively,
tariff in order to gain tax revenue, although the bureaucratic procedures ca
earned for the tax. Governments can find they are met with tit-for-tat retali
which can be politically and economically damaging.

e Living Standards and Equality
Protectionist policies are design to protect the domestic economy and the
such as domestic producers and the jobs of the workers. Without protectio
lose their incomes, pushing them into poverty and reducing living standard
domestically produced goods, jobs can be created and thereby reduce inco
without jobs are now earning incomes. However, countries who face the pr
and harder to export their goods. This can cause economies to decline, bus
fall and inequality to rise.

Role of International institutions

Role of G20

G20 is a group of 20 of the mo
Union. The EU is included:
negotiation gy '
of EU count

nfluential economies. It consists
Eountries, such as France, the UK and Germ;

The G20 leaders meet on an annual basis and there are regular meetings for finang
governors. Meetings are held to discuss and cooperate on international economic:

through negotiations.

and responsibility for other EU member countries.:}
5 decisions cannot be made without the involvement of all.
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The negotiations began as a response to
the Asian financial crisis and have been
critical to the response to the 2008
financial crash. The decisions made at the
G20 summits went a long way to boosting
consumer and business confidence in the economy. Equally, the fiscal decision t
economy has been accredited with saving and creating millions of jobs. Since th
the world economy out of its slump and restore growth back to its original course;
of financial institutions.

The G20 is supported by other international institutions, such as the IMF, United

World Trade Organization (WTO)
What is the role of the WTO?
Formerly known as the General Agr
the international market, b

D
¢

tries to take {23 ount the wider implications and so aims to stay within acceptable§
and allow protectionist measures where acceptable, it endeavours to function with coil

s and Trade (GATT}, the WTO canrgE 5
inpetition Commission does in the UK ma
ough completely free trade between countries

How does it achieve its aims?

The WTO provides a place for trading nations to discuss and negotiate
their trade within one another. From this, trade disputes can be resolved
and legally-bound rules can be created. on:

International Monetary Fund (IMF)
What is the role of the IMF? -
The IMF was set up in 1945 after World War Il. It was created in order to provide I
which needed the funds to rebuild after the devastating destruction the war
created. Its original aim was to prevent disastrous consequence experienced
from the Great Depression in the 1930s. Nowadays it aims to assist countries
to obtain macroeconomic stability and to reduce poverty worldwide.

httg

How does it achieve its aims? =
The IMF collects data on all sorts of variables from all across the world. This is to leai:
provide economic forecasts, so that the IMF can warn countries of potential shocks &
as advice, it also provides loans to countries that need help overcoming economic a
concessionary loans when the funds are used to reduce poverty in developing coun

World Bank

What is the role of the World Bank?
The World Bank Group was created in 1944 and is made u
they mainly refer to the International Bank for Recorns:

Learn More! C.....m Multinational Guarant
Scroll abcgs he page from the link Centre for the Settlem
below and ® subtitle ‘Organization’, you The World Bank's aim

e the five institutions in the World measured as earning
Bank Group: http://www.worldbank.org/en/about increase the wages of

How does it achieve
The World Bank, like
global data and provi
poverty and increase
invests in projects that improve education, health, infrastructure and natural reso
low interest or interest-free loans and grants to countries that need funds.

The World Bank has a large database of statistics.
Have a look at some of the categories from this
link: http://data.worldbank.org/
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Exchange Rate Changes

Impacts of Changes in the Exchange Rate S

&\\\\\\\%
\\@

o
::\\\\W
\\%

Ty

-

e  Current Account of the Balance of Payments _
A devalued or depreciated currency will increase international competitivenes
will appear cheaper in relation to other country. As a response the demand
equally the demand for imports will fall as domestic consumption is switch
This will reduce any current account deficit a country may have and potenti

&

i

b2z
i

S

G,

RS

S
iy,

i
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e

g
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e  Economic Growth and Unemployment e
S
!f the exchgnge rate changes such that a country's goods become more co m\\\\\\
is a boost in its exports and domestic demand as people swap to buying th
industries will increase production in order to meet this new demand, there
growth and higher employment levels through the increased demand for la

If an economy’s goods become less competitive, then there would be a dec
fall, leading potentially to negative growth, and unemployment could begin %
production.

e Rate of Inflation
If the exchange rate changes such that the pound de

will increase the costs of production for those fir COPYRIGHT
consequently push the price up, leadi qually, the increase in ¢
in exports will also cause inflati PROTECTED

If a countogs “Etiates, then they may experience falling inflation

“reliant on exports.

o FDIFlows
If the exchange rate falls, then it will be cheaper for foreign companies to invi
attract more foreign direct investment (FDI) in to the economy. On the othe
appreciated, then it would be more costly for foreign firms to invest. As a ¢

ig
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The Eurozone

The video below helps to differentiate the eurozone from the European Union.

https://www.youtube.com/watch?v=037yJBFRrfg —

Countries that trade with each other are interdependent. This means the actions i \@@k\\\
the other. This is especially important for the eurozone because they share a joint:: S
their own currencies, there wouldn't have been much problem if changes in the e¢: %@\%\
rate, but eurozone countries must keep the value of their currency to a particular R

2

S
g E
&\\\\\\\\\\\

s
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— Questions: Globalisation (3.1b)

1. Explain why globalisation has improved living standards in countries such as

2. Explain one disadvantage of globalisation and rapid economic growth. b \
\\\\

3. Suppose that Sandy received a nominal income of £30,000 in 2010. If the rate e -
would Sandy's real income be higher or lower than £30,000? Why? & \\

(T g
-
e

4. Look at the following (fictional) index for the output of strawberries at a far

Month April May June Juy \\\\i&i
i i v § \.
Stra\f» berry index 100 9 ] 135 BoE e
(April = 100) i
4
a) In which month was strawber Jding A \\1
b) 'More strawberries weg in September than August.’ True oy R
<) Suppose th wherries were produced in April. How m: b
d) VO momhs did strawberry production increase the P
5. Explain g ason why world trade has become more liberalised in recent y E \\\\\\\
6. a) Why might a country specialise in the production of a certain good? S \

b) Name one disadvantage to specialisation. \\\\\

7. Inthe context of trading blocs, explain the difference between trade creation

i

iy,

8. Using a diagram, show how imposing a tariff can increase domestic output

'f//////

y

9. Why might imposing protectionist measures not end up benefiting an econ \\\\

\\\\\\\

b

i,
'f/////

10. Explain the purpose of the World Trade Organization (WTO).

11. When news of the UK’s referendum on its EU membership was announced, t

s
compared to the US dollar. Explain why the exchange rate fell. - \\\\\
12. Explain how a depreciation of the exchange rate would be expected to affecti \\\\\\\\“\
a) theinflation rate \\\
b) the current account of the balance of payments
COPYRIGHT
PROTECTED
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Economic Factors in Business EXx}

The UK government has a mandate to encourage overseas trade and after the B
a hot political topic. As the prospect of trading with EU countries comes into qu
considering alternative markets to the EU. In addition, existing trade agreements
rationale for trading with certain countries will be revisited.

In an increasing global economy, a business may feel that staying local will restri
that trading overseas is a necessity to maintain competitive advantage.

Global Economies

from the rest of the world. It
fluenced by international exchan
as may be one of necess&ty as the Iocal mark

A business in the UK does not ope
materials may have been imor,
supply. The deci:io

declined ssgnmc_‘an’dy Canad:an coa} became cheaper to import than sourcmg U
decline in manufacturing capability and British steel manufacture also declined.
UK followed this decline. As of 2014 there were approximately 35 active British
defunct British car manufacturers. This is the economics of global supply and de
have set up shop in the UK, enticed by favourable land and labour rates and wit
manufacturing base is niche specialised and has specifically targeted markets abrc
these companies have had to trade overseas.

Decline of domestic market

A company may be literally forced to seek out overseas trade opportunities due
market. This could be due to competition from domestic or overseas firms or so
cases, the capacity for production outstrips the demand domestically. Rather than:;
resultant job losses a firm can seek out new markets for its surplus products. .

World Economics

At any one time, there are a variety of global economic factors affecting the buy
and companies alike. International exchange rates fluctuate and significant chan
factors, such as a new USA president; illness of a significant global leader; chang
weather catastrophes such as hurricanes and floods can affect crop growing, causs:
change in sourcing that supply. During the recessions of the 1990s and early 200&

Learn More! -
tose thatare Extended reading or::
https://openknowleds
6/16359

This shifts the potentla! for tra
countries that are strugas
handling a rgey
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Top 10 World GDP 2015
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— Questions: Economic Factors in Business Expansion

1. Select one advantage and one disadvantage from the table below and ex

from UK businesses.

s

S

&

Advantages of trade Disadva

e Exploiting comparative advantage leading to | ¢ Overspecialisatiol

-
greater efficiency and low opportunity costs lead to structural i

g
|

&

i

» Economies of scale due to the higher level of | « Infant industries
production where the exporting country has
a comparative advantage

i
e
o

~

hrough protectio

e

Increasad competition which leads @ grow enough §\ o
. ]gr.ae comp llo ; hIr: e h‘ . | W
C { " o L 3
efficiency, increased pur « C eaper imports \\\\\\\\\\\\§
consumers, and leading to even m =

N industries, with th ,
o

w4

G

structural unemp

i

£

ooly faces competition from abroad its comparative a \\\\\\%\

.
\®
R 3
\\.\\.\\.\W

: i

s Increased employment in export-related
industries

iy,

2

2. Consider the graph on GDP comparison — what three conclusions could y
firm'’s decision to export?

y

i

/////

b

i

i
R
T

G

&
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Conditions that Prompt Trade

Push Factors that Prompt Trade

For any UK business, choosing to trade overseas is a big step and usually
requires investment of some sort. Despite government encouragement,
the unknowns of overseas trading can put off many businesses. However,
there are situations that force a business to consider overseas trade; these
are known as ‘push’ factors.

A company may find that their domestic market has become saturated;
they cannot increase sales as there is no additional dem
product or service. This could be because their br
their version and are buying a competito
needs to either-seek new mar |

hatever the reason, the co
roducts. 1t is sometimes far mor:

There can be various reasons for market saturation — see http://simplicable.com;:
examples. However, the problem remains the same — how to reach new markets fc:
downturn in profitability.

Competition as a push factor in moving into overseas markets -
Unless a business operates within a monopoly it is going to face competition. This:
innovation-based, or simply being out-marketed by the 'new kid on the block'. If
to a competitor it can either revamp its domestic efforts or look overseas for a ne
process of developing marketing for a new market can sometimes improve a firm
price is a factor in the competitor's model, then overseas production can give cos
be an inbound choice, i.e. sourcing cheaper raw materials and/or labour. Relocati
abroad can create a price advantage and a company could reclaim its domestic m
aggressive pricing policies. However, if growth in the domestic market is slowing
way, then looking for overseas markets is the only option for a firm to expand.

Pull Factors that Prompt Trade

If a firm can utilise economies of scale &
its variable costs will drop and the cost%i
lower. So, as it costs the same to produ:
does 10,000 units. tise latter is favoural:

ies of scale are usually the cost

‘ its operations may face prohibitive |a
here land, building and labour costs are lower. W
more and increase their profit margins. -

Restrictions on a firm being able
expansion. So, a UK firm wi
expand to an cem
their unit ¢

This has worked in reverse for the UK where UK governments have offered overse
factories in the UK. The government wishes to encourage firms such as Nissan to
in areas where manufacturing has declined. For Nissan, access to a skilled labour
in keeping costs low made it
an attractive prospect.

Learn More!
Useful reading: zzed.co.uk/5869-sunderland
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Risk spreading as a pull factor that prompts trade

All firms face risk as they expand, grow and develop new products. Existing prod
competition and changes in the economic fortunes of the host nation. One of the
for a UK company may be a desire not to ‘have all one’s eggs in one basket'. In o}

market and that market suffers setbacks, you are at risk of profit loss and ultimate:

The decision to leave the European Union in 2016 sent waves of alarm for some

market was Europe. In addition, the concerns that this decision would negatively |
that companies who only sell to UK customers faced concerns that this would seeis
loss of profit.

Possibility of Offshoring and Outsourcing

Offshoring and outsourcing may be options a firm selects to reduce costs
and to tap into expertise lacking within the company. This can be in the
same country for outsourcing but is in a different country for offshoring.

Reasons to offshore a process

The costs of materials, construction and labour for construction may be
lower in other countries so the actual building costs overall are lower.
Land is at a premium in developed Western countries. Overseas land costs
are, therefore, likely to be lower.

Certain countries focus their education on specific areas, so there could be a hig
programming skills in India. The cost of living in some overseas countries is muc

also lower. Some countries do not have a minimum wage set and so overseas cort

market rate which can be significantly lower than in the host nation.

In recent years offshoring has had a lot of bad press and companies are rethinkin.

the backlash by UK customers against offshored call centres as being poor custo
differential between European wages and thase of, say, China is shrinking. The Ch
up while European wages have stayed mostly stagnant. A .
being manufactured abroad and transport costs t
the economic benefits of previous years, .

R

However, what is occ
the offshoreges omes the ‘onshore’ facility for that overseas market.
It now make:
countries with your products.

As globalisation increases so demand factors come into play and a UK firm may s

establish a 'local’ base in an overseas market.

tG°European markets:

verseas markets grow in sophistication and

A

MEomic sense to base a factory in China, and to supply the Chines:
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Reasons to outsource a process
Outsourcing when using overseas firms is more specifically
aimed at lowering costs and tapping into expertise. Good
examples of this are digital outsourcing where a company uses i
an overseas firm to design its website; manage social media; N&’gﬁ\%
crejte.conltent for its dl|<g|tfa1l prs;ence,fr?snage ema|lfma.rket||ng, . -
or design logos or packaging. Many of these are professiona
esign log packaging. Viany arep %"\@‘\\%
services that can be delivered digitally, have little to no T g
overheads and payment is made upon completion. This can be a m\\i\%
very efficient way to trade overseas as it is payment on results, T
there are no staffing on-costs (e.g. national insurance) and the %\\\\%&%
firm does not have to develop expertise in an area that is not i . 5 &
workforce’s main skillset, §‘\‘\° \
-
L 2
) \\\\\&\\‘-&:\\%
Further Learning... i
S
;;;;; \\::%\ .
5 @\
9
E\W
: B
| & \\g_\%\\
| 5 S
|2 =
1 <
= P
| 2 L W
|- R
P
&
1: Introduction I Growth \\@3\\

B
B \‘\@
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Raising Capacity Utilisation

Example of capacity utilisation as a percentag:

current output _ 80 widgets per hour
potential output or capacity = 100 widgets per hour

= 80%

A firm may be able to meet its productive capacity but does not do so as
there is no market for the additional production. If the domestic market
will only buy 80 widgets, why make 1007 As the costs for making the
additional capacity are very low it makes economic sense to maximise
output and find a market for the additional capacity as it will deliver
good returns. This is where a firm will then consider tra
sell additional goods and maximise its capacit

There are certain restrictions o
prohibitive. Second

shipping costs cannot be
5t be in the same / similar format as

@ many changes need to be made to the manufacturing proces;
different langtiage packaging, are acceptable.

This is different from simply selling surplus goods to an overseas market. In this sit .

increase production to utilise capacity, having identified an additional overseas m

— Questions: Conditions that Prompt Trade (3.2.1)

1. Read the article below and write a compelling argument for a UK firm to co

export market.

“48tic market. Variations or changes to the format will beit

Source: https://www.gov.uk/government/publications/exporti

Learn More!
https://www.gov.uk/government/publications/
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— Questions: Conditions that Prompt Trade (3.2.1)

2. Read the following case study extract. R
BRI
pa \@
I
v

e
S

g

Give two reasons why Delamere Dairy (manufacturer of goats milk) turned t
why they are successful.

&

i

b2z
i

T

iy,

o

L
i

RS

S
iy,

i

/////
i

G

B
W

R
o

: i

\\\\\\\\
R
T

i

o

2

y

i

o

i,
g

Source: http://www.greatbusiness.gov.uk/delamere-da

3. ldentify three products that YOU feel could have their product life cycle ext
overseas. Give reasons for your choices.
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Assessing the Potential Different Economies

Before deciding to trade with other countries a firm must identify the potential o
partners. Trade is a partnership and the two key areas being assessed will be whet
consumer market and/or a good production location.

Levels and Growth of Disposable Income

Clearly it makes sense to be certain that consumers in other countries can

actually afford the products/services a company is looking to export. However,
it is not just the disposable income of the target market but also spending

patterns and buying choices consumers make. In countri
consider disposable income to be the remaind
utility bills plus food essentials are pald
ownership may be lower; more re;
smaller part of weekly ey

ies may exist; food may be a
: patterns are different.

money and price are far less sensitive. Conversely, a company targeting a very e
may find its product simply too expensive for the majority of the population and ¢
target for production location.

Companies do not just trade with the consumers in other countries but with otheréj
disposable income being considered is the financial health of a potential business::
medical instruments business in India would focus on the company's ability to pa),E
the Indian business's overall financial stability.

Ease of Doing Business

Some countries are simply easier to trade with than others. One of the chaIIenges .
overseas is whether this has been done before with any success. Developing mark:
sophistication of European countries or any established procedures, which can ¢

e  Most companies would be well advised to consult with export experts ang
government's own website: https://www.exportingisgreat.gov.uk/ 5
e In addition, the Chamber of Commerce has a specific guide and support f
markets: http://www.britishchambers.org.uk/business/international-trade/

Although smaller firms may feel that intemational trade is only for large organisat
market is selected carefully it can bring big rewards.

warmes face similar barriers tos§§
poiles legal issues and corrupt pr;
‘Competitions and Market Authority re
potential monopolies inthis country,
countries. However, this is an improvi
the European Union, Australia, Brazil, Cs
Zealand, South Africa, South Korea, an
high-profile anti-trust legislation and t&
court over monopolistic practices in r

‘Statistics from UK Trade and
Investment (UKT!) show that

12% mare W&ty tc survive and excel
in the world of business than those
who don't export.’

http://www.smarta.com/advice/supp
liers-and-trade/import-and-
export/how-to-start-trading-
internationally/

Legal issues are more complex to dea
consider trading overseas without a le
laws of the potential market country.
and corruption issues. There is a need

l'-_-_-_-_--_-
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representative who understands these practices. Then it is a matter of ethics as toiy
wishes to engage in these practices in order to secure overseas deals. Generally sf;
guilty of bribery is likely to suffer far more severe penalties than a local firm, so i
remains above board or else a different target market may be more appropriate. &

Infrastructure

One of the most crucial dimensions to overseas trade is the ability to move goods
country and between the trading nations. This is especially important if the trading:
in the other country.

tion. In certain
icanes, flooding) a
country may be limited,

Partnerships with local supply chain companies is a practi
adversely affected by weather conditions {e.g. mc
considered when planning trading. Acce
transport required to reach more Kimers.

rseas market then the availability of transport for

If establishing ' :
' g an outlet that can only be reached by car if all your co

is not much

Political Stability

The Foreign Office keeps an eye on political activity
across the world and will issue travel warnings for
countries they deem unsafe for British travellers. At
the extreme end of political stability is civil war but
even where there is no civil unrest, a change of
political leadership in a country can destabilise any
foreign investment and has the potential to radically
alter trading agreements.

Article on political insts
Consider from this article::

the impact that has on cé:
zzed.co.uk/5869-emergi

How to determine a score for ease of business overall
The World Bank ranks countries on a score based on ease of doing business.

‘Economies are ranked on their ease of doing business, from 1-190. A high ease of
regulatory environment is more conducive to the starting and operation of a local
by sorting the aggregate distance to frontier scores on 10 topics, each consisting
welght to each topic. The rankings for all economies are benchmarked to June 201

Source: The World Bank: htt

25 ranked countries, from ieft
category of tradmg acros.

How easy it is to do business with an overseas country will, therefore, depend on ¢
utilised and which are the priority areas to consider.

Other useful comparisons a company can make is to use the data from the World::
sites to identify crucial factors such as disposable income; Internet usage; political
rights. So, for example, a world map of Internet users, such as at:
http://www.theglobaleconomy.com/maps/Internet_users/ would help identify::
efficient with specific countries.
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The World Bank uses a variety of factors to assess the ease of doing business — the
15 countries in the overall ease of doing business and some of these different fac
i 25
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Ease of Getting Electricity — Top 15
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Ease of trading across borders for Top 15 Countri

e

EE

s
.. mmEaseofDoingBusinessRank =
S o e Trading across Borders s oo S

o]

S
-

s

S

i

60

i

s

R
s
R

e

G

ds)

i,

#

RS

S
gttty

i

4

i
i

a

o . : . : . : . 8
Swedsn  Mecedonia, Ta &\\\W

FYR Chi

- £
S

iy,

y
i

i

g
s

i

=
i
R

T

S

7

i,

COPYRIGHT
PROTECTED

ig

Qg

Education

Course Companion for A Level Edexcel Economics B: Theme 3 Page 30 of 84




International Exchange Rates

Most Western companies trade in one of two or three currencies, namely the US
especially within the EU, although the Brexit choice for the UK may change this as:;

When trading overseas a smart move is to have bank accounts in several currencié
of exchange rate fluctuations on a daily basis. A company needs to identify what
in local currency and what reserves of other currencies are needed. This will also
whether to set up a local trading arm in the overseas country or run everything f

Currency fluctuations can have a devastating effect on profitability and so comp
these fluctuations by buying and selling currency at fixed prices, sufficient for a

A target cou#®or an investor could be Uganda, which is rich in natural resourceﬁ%{
growing economy, but still has a currency that is weak against the US dollar. '

Why do companies fail overseas even when the target market seems <
On a number of indicators one could assume that a UK company could do well in;:
always the case. There are no language barriers, the legal systems are fairly comps
same things, don't they?

Even large companies with established trading patterns and expertise can get it

2 The currencies are measured against the US Dollar as a benchmark.

Course Companion for A Level Edexcel Economics B: Theme 3 Page 31 of 84

EEaa
.

S
S
&

Ty

-

&

i

b2z
i

S

G,

RS

S
iy,

i

/////
4

G

B
E: B
\\\k\\\\\‘\ks\\,

e

g

.

g

/////

S

R
T

COPYRIGHT
PROTECTED

ig

Qg

Education




Discuss: Why did eBay fail to win a foothold in China —

and why was it outsmarted by local company Ali-baba? Learn Mo

Full story:

Factors Influencing the Location of

subsistence levels of income.
Typically, wages in third world countries are lower than in Western countries and

However, with minimum wage agreements around the world a company cannot a
with perceptions of labour force exploitation.

Costs of production

If looking to utilise economies of scale a UK company may relocate its production::

meaning it can build larger manufacturing premises and produce more goods th

Labour costs, even if set at reasonable levels, are still lower in countries such as Ti’\
more recently Mexico, which has the advantage of being very close to the USA fok:

India are both growing economies whose wages are rising.

Production costs need to factor in shipping and delivery costs so the distance fro
consumer has to be considered.

come under Heavy mtemat}onai criticism and consumers have boycotted compan

Skills and availability of labour force
Cheap labour is no good if it cannot actually do the work required. Most manufac
of computer and engineering skill, Old traditional manufacturing jobs are falling a
shedding these jobs but cannot find highly skilled workers t
plants. The skills required are software and engmeerin '
in the UK. China has become the largest ma
also why their wages are increasing

ich are in short s

A UK firm Iookm-*t tc
overseas w:
more availalXESe# ore countries, as too with retail, so these types of business ha
international markets However, these are consumer markets rather than tradition

The picture changes when considering sourcing natural resources from overseas.

our force in the world;

oduction abroad needs to match the educatior;
that required to run production. In service industries, suci
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Availability of natural resources
Considering the chain of production, the closer the first two stages can be toget
dwindling resources in the Western hemisphere, a UK company may relocate its
the natural resources needed to make its finished product. By combining prima

production in one country, transport costs are reduced and the partly processed
where the skill set exists for that part of the production. The overseas labour force
agriculture and mining, for example, which utilises a skill level, sources the mate
production costs.

Ease of doing business, infrastructure and political stability are even more crucial ¢
locating production in another country. Access to good transport links, efficient
pro-Western government are all factors that support success i, overseas productis:

Government incentives
To attract business to their shores
compames to start up in

governments have devised incer;
owever, in the last couple of years there |
SA deciding to close its borders to certain ové:
d within the USA. '

There are a number of projects across the world aimed at improving economic g
which aim to encourage business to develop innovative solutions to a variety of
example is TRAC (TradeMark East Africa Challenge Fund). Funding is available fo
change; environment; women's education; private sector and trade business. An
advantage of these types of projects with financial and cultural support.

Canada is offering incentives to overseas businesses to set up in Canada as they
infrastructure, access to a huge market and low business tax costs. Plus, with the
expected in February 2017, this new trade agreement between the EU and Cana
goods and services.

Trade blocs and Trade agreements
Countries that have been trading with each other for some time have formalised
covering tariffs, policy and procedures. This is beneficial for those who are party
other countries out in the cold and even prevent them from trading. One of the
leave the European Union is over whether this denies UK business access to the
and most established trading blocs in the world. Within a trading bloc, certain re
made easier to transport across, which conversely is one of the concerns for anti
good for trade but have security issues.

Another trading bloc under discussion during 2017 is the North American Free T
Mexico and Canada. Arguments against this trade bloc ar lexico has bene
little and the impact for Canada has been neghglbf’
outside of the bloc which may protect bus
inventiveness and creativity as :

True free tragey
when econd

Trade blocs will restrict the countries a company can set up production in and traé§

A S T A

Return on investment
Ultimately, the decision to trade overseas, whether through marketing of existin
setting up production facilities overseas, will depend on the perceived return on

Government in the UK is actively encouraging UK business to trade overseas. The}§§
and in some cases funding to reduce the risk. However, trading internationally cos:
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Using local experts can reduce the risk but adds to the cost. Establishing the markf%..;
investment decision. Some companies venture online first to test the internationat:
products. There are still tax and legal issues to consider when trading online but

Running a pilot programme of trade is a way to identify the potential return on ins b
funds to a fully developed trade arrangement. # %
y P g \\\\\:ig\k\\\\

o e
N by
Learn More! Q\\\\\‘\\\K‘k
Useful links on exporting to specific countries: b s
e Bangladesh: zzed.co.uk/5869-exporting-bangladesh p—

_If
i

* Canada: zzed.co.uk/5869-exporting-canada

~

e China: https://www.gov.uk/guidance/exporting-te

e

e Mexico: http://atlas.media.mit.edu, fy/mex/

RS

R

\%\\\\\\\i\

i

a
"4

G
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E: B
\\\k\\\\\‘\ks\\,

e

— Quest™

1. A designer shoe company in London is considering expanding its manufactu:
in Hackney to create a high-street version of their top-selling shoes. They
factory in Nottingham but have noticed that a lot of their customers are tou

g

L

They have been approached by business people from China, Canada, Bang §\ @“
to production of these shoes overseas §\\\\\ \\
a) Should the company consider marketing abroad before moving produc: \\\\\\\@
reasons for and three reasons against this. A
v

b) State five questions you would want answered before even considering: s S

of these countries. m\\\\\\x\x&\l

c) Using the useful links above, make an argument for selection of one co

S
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Impact of Globalisation on Global C

Responding to Global Demand

Globalisation vs Glocalisation

Glocalisation means that you take into account local factors when thinking glob
a one size fits all strategy when marketing and even when creating your product ¢
product are tailored to meet local consumer needs, including language, colour ang

There is a desire across the world to access brands, products and services seen on |
read about in magazines. The interconnected world me onsumers are far.;
exist outside their national borders. Where there i
simple when you are talking about raw
wants rather than needs your
differ widely from your n

This phrase
positive or niae
when looking at differences in supply chains, language, culture, customs, and rel
globally but marketing at a local level.

While there is more consumer awareness and, therefore, global demand for inte
themselves can influence whether their products and services have global reach.
Industries such as the fashion industry are truly global in their supply chain; sour
materials from all around the world. Strategically placed showcasing at fashion e
the world are their direct promotion to the potential end user. They are marketi
wealthy, fashion-conscious style leaders and celebrities, and the rich and famous
also created a huge copycat market internationally as competitors strive to achie
the designer price for demanding consumers.

How flexible does global marketing need to be?
When considering overseas markets a company assesses its own capacity and the:
responsiveness to an arrival into that country. One of the models that is useful fors
matrix (see below). By identifying certain factors a company can establish how mu;
required. The matrix shows four models of varying degrees of adaptation that re
globalisation. For many markets, it is not simply a matter of exporting or selling
in your national country.

G hoshal Matrix

ohsiveness

"'"]ntegt ation

Low pressure
for global
integration
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Explanation of Bartlett and Ghoshal model -
The pressure for global integration is subject to the company’'s own constraints.

a). How important is it that their product or service has a strong brand ident

international level? Macdonald's, Nike and Coca-Cola are all strong brand:;

b). How crucial is it that production is standardised or uniform and that econ

Pharmaceutical companies are examples of highly regulated and standarc:

products to be the same regardless of country of sale.

The pressure for local responsiveness looks at two factors: :
a). How strong is local competition and how responsive is the firm to local n

is restricted by American trade tariffs and faces fierce competition from U

b). How strong is the influence of local tastes, customs, cultures or religion or:

demand? MacDonald's cannot sel} .

beefburgers in a culture that regard

cow as a sacred animal; 50, fnz..

lléa‘rn More!
De and Useful article: 'How McDo
vegetarian p http:/fwww.bbc.co.uk/new:

Different’ﬁmaches to global marketing

Wind, Douglas and Perlmutter devised a framework to show the
development of a company'’s international marketing strategy that takes its
starting point from the internal mindset and beliefs of the company. They
look at how committed the directors are to internalisation; looking inward
to the company rather than outward to potential market differences.

A domestic marketing strategy ignores the potential of international
markets and is focused solely on national market needs and desires. It may proud
and create products and services customised to the host country’s unique nation
create a global demand among international consumers seeking to buy somethin
example, but that is not its intention.

Ethnocentric marketing assumes a certain national superiority over other countri
sell exactly the same product abroad as the national version without accommoda
differences. It can sometimes be used to get rid of surplus product but it makes n
competition either so can fall foul of copycat versions that are cheaper or altered
tastes. When Nissan first started to sell its cars in the USA, it adopted an ethnoce
has a polycentric approach, understanding that each market has unique needs an

~ \

H
I K
! ket is priority —
products and services
tailored for a national

k market only

Each couritry treated as unique
by host nation com

r
|
|
: Polycentric )
|
|

-~

—-—— o = = =
e mm m———— -y

Ethnocentric ;
Host nation is superior and so |
other countries treated as if 1

have same likes and desires :

_|
i
I
I
I
I
\
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A polycentric approach to marketing understands the uniqueness of each coun
Local customs, cultures and preferences are catered for. Most companies with th
labour forces, materials and resources. They adapt their product to reflect local a
points and employ local supply chains. This is where a glocalisation strategy is im

A geocentric approach targets a global consumer, based upon common likes, d
adopting this approach may base its manufacture in one country, its marketing i
another. The idea is to borrow expertise from different countries and maximise t
of the organisation. Consumers are seen as connected via their tastes, and prod
and clearly identifiable. One could see Apple as adopting a geocentric approach
regardless of country differences. it targets a global consumer who is tech-savvy, i3
adopts a specific lifestyle or aspires to one. Companies adopting this approach Wc
but need high levels of capital and constant research to.b ssful. .

Further

Price and Non-price Competition in Global Marketing
When marketing to emerging markets a business challenge is that of lower cons
developing markets. When firms first started to market to China and India, local
in many Western countries. However, these were potentially huge markets who
advances to ‘catch up’ with the rest of the world. China had a specific cultural andi
few decades had operated on a protectionist basis, resisting the influx of Western
However, education standards in these countries was rapidly improving and loca
develop in response to increased demand for goods and services, hitherto unavai;

China, for example, signed up to the World Trade Organization in 2001 as much fi
expediency. It could not grow without access to other world markets but the tra

The number of 5&0;7{9 living in high growth economies or in countries with per cap .
increased fourfold over the last 30 years — from 1 billion to 4 billion, according to
integration into world markets by six of the largest non-OECD economies (Brazil,
South Africa, together known as the BRIICS) was an important component of global
decades. Economic incentives across world markets, and in the BRIICS in particular,
with countries’ and businesses’ genuine strengths. Entrepreneurs gained from access
their products and consumers gained from access to a wider variety of less expensivs

Source: http://www.oecd.o
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There are, however, issues with selling and marketing into these emerging mark
these countries so local firms suffer. As these countries become more developed
demanding of higher wages and the ‘sweatshop’ wage advantage of low labour
some multinational companies has been to move manufacturing to other countr

This is not just economics but has a political and social impact. Price-sensitive pr.
e.g. socks, will not be sold at higher prices. The Western consumer has become
underwear; cheap ‘disposable’ clothing worn for one season then discarded. Clo
strive to keep production costs down and the availability of cheap labour becom
moves will then impact the workers in the original emerging market countries as
sufficiently educated to gain new jobs in the developing technclogical industries
Britain, print workers lost jobs with the digitisation of print, so i
the country becomes more automated and less industy!

: chains and distribution channels
Tor these emetging markets to become profiti

materials and/or l[abour costs in that market. So, overseas market pricing is inter
calculation. Local competitors will also influence price decisions. So, McDonald's
takeaway wrap-style product that was competing with locally made market-stall
competitively low price to succeed. When launching a new product into an inter
consumer ignorance to overcome and so penetration pricing may be employed |r
populations to try the unfamiliar.

Global branding

At its simplest level, a brand is an instantly recognisable name or even an image tt
company. Geocentric companies are very brand-conscious as their products and
regardless of country — so an example is the Nike ‘swoosh’ which gains massive
recognition from international sporting events and appears not just in marketing
but on the Nike products themselves.

The strength of global branding is that it gives the company instant presence
and a shorthand way of conveying company values. Where a company has to
be careful is in understanding cultural differences where a certain image or
word may be viewed in a totally different way from that intended or
understood in the host country (see next section}.

A A

gy to continually%?

There is pressure on a company with global branding
e Organisations are among

consumer’s eyes. Not surprisingly, technol

om advertising, and growth in its cloud
141 the 2016 BrandZTM Top 100 Most Valuable Glo!
today by W Mitward Brown. The brand increased its value 32% to $229bn,
dropped to r\a®ier declining -8% in value to $228bn. Microsoft remains at no.3
Facebock {+44%, no.5) and Amazon (+59%, no.7) entered the Top 10 for the first
the Top 100 rose 3% year on year to hit $3.4 trillion.

Continual innovation, incrs
from Apple tha '

The BrandZ data and analysis indicates that this was a stable year for the world’s
global financial pressures, including the economic slowdown in China. However, th
showecased their innovations to consumers through the brand experience, have achis

Amazon and Facebook acting as prime examples. :

Source: http://www.wpp.com/wpp/press/2016/jun/08/2016-brandz-top
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— Questions: Responding to Global Demand (3.3.1) —

1. Multi-domestic companies can be seen as those which decentralise much ¢i s

local needs and tailoring their products/services to reflect local specifics. s \
: i
Explain possible adaptations a British sweet manufacturer may need to con T -
China/India and America. Identify at least two adaptations to consider for e; i \\
\\\\\ &

2. Case study on Coca-Cola S \

The concentrate for Coca-Cola's products is manufactured in the USA. All n:

done from the USA. However, Coca-Cola is available around the world so h § § .

In each country, Coca-Cola negatiates with local. and distribution ¢ \\\\\\

concentrate, add water, add sweetene
glass is made to strict ptoduct spe
Coca=Cola then copy a

@iy,
£

-Cola is & transnational ¢
table below.

i

&\\\\\\\\\\\
s

b2z

—ow Coca-Cola
benefits from this
transnational model

How the overseas
countries / bottling
businesses benefit
from this supply chain

Why does Coca-C
keep the concent
manufacture a

marketing based |

////
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Demand-side Factors in Global Markets

In this section, we will look more closely at th
into consideration when approaching expan

Britain is a culturally diverse society and as s
well placed to understand cultural nuances
may resist a Westernised approach to mark
as rude, aggressive and even undermining t

For many of us, humour is a way to connect with
others, but in business humour is a cultural minefield

company wishing to expand into internationa:

and is absolutely not culturally neutral. British con
for example, sometimes has a hard tin:
the United States; our self-der;
humour {eaves mal

earn More!

HSBC has a series of
it of ironic informative regardin
ed. The Germans, https://www.youtube
L 80 have a sense of humour

1

but they be/f8esS ére is a time and a place forit —and | There is an excellent T

that is not in business meetings! and the importance o
inform how business
Dutchman Chris Smit, an experienced consultant and https://www.youtube.c:

&

coach in intercultural business with a degree in
Industrial and Organisational Psychology, argues that

he has not yet found anything that is culturally neutral Learn More! :
— all aspects of culture are sensitive so this poses a big Extended reading: an i
problem for organisations wishing to expand components of nation:
internationally. https://geert-hofstede.;

Cultural differences need to be acknowledged and a common ground established |

be successful. At a basic level, a firm wishing to use humour in advertising to mark
the cultural humour of the foreign country to avoid its advert being seen as unfu

Diversity in Tastes across International Markets

At a basic level, any food industry trying to break into international markets must
different cultures have different preferences in how food tastes. Some like more
we in Britain would not even consider as food - chicken feet, for example, is a po
China. In Britain, as a culturally diverse nation, we eat many international food di
Chicken Tikka Masala, is not even an Indian dish. It was conceived by South East
way to introduce us to Indian cooking adapted to suit our pals
marketing adaptations ever!

Tastes do change and consum
foreign market it is best to
taste is their ciaira’:

any barriers to entry as possible in ad

RO LS
Colours are Xaa@®:rsonal but they can also be culturally significant. Colour psyc

<33

colours create emotions and assaciations; thus, green is seen as environmentally

and blue as cool and linked to cleanliness. Red means different things in different:
a symbol of power, fire, and wealth. By contrast, in South Africa it is a colour of més

symbolises violence and struggle for independence. For the Chinese, red is a go
new year but also with funerals.

Colour is an integral part of many companies’ branding, so using an inappropriate§§

could actually harm the perception of a brand.

s. Probably one ¢

ad "to‘ad‘apt their eating habits, b .

nu preferences and these can cover a wide range of ;
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Information and communication factors

Perhaps the most significant area of cultural diversity when conducting business it
communication. Traditions of politeness — when to speak, how to shake hands —
but reflect important cultural perceptions as to the right way to do business.

Language is an obvious barrier to entry for some firms wishing to move into glob:

widely regarded as an international business language it is still seen as arrogant
speak the language of the foreign country with which they are trying to conduct
language and a non-English-speaking native communicating in English may find
as they do not know these nuances.

Business meetings in traditional Western countries comprise discussion culminat
Eastern cuitures, saying yes may simply signify understand the discussion, né:
be replaced by bowing and silences are not awk ¢tive while propositit

Personat space differs from count
as the kiss on both cheeks thy
reserve will not tra

hile the British may have adopte
< 1nis form of greeting in a business con
arketing approach in South American countrie;
. ‘Wweather and communication has a more casual feel to |t
o zs
NS national markets a company has to communicate with local su;
local customs and cultures and must not impose their own cultural values on othe:
potential collaborators and consumers.

What’s in a name?

Business needs to be careful about product names as supposedly neutral names ¢
different countries. Chevrolet (and Vauxhall) have a car called the Nova which is p
However, sales of the car were terrible in Spanish-speaking countries. The reason?
‘Doesn’'t Go'... hmm, a car that doesn't work? Chevrolet changed the name to Cari

Here in the UK there used to be a product called Marathon, a chocolate and pea
confectionery company Mars. In 1990 they changed the name to Snickers, which
across the world, Snickers was the brand name and Mars decided to make the b
dipped for a while but the colour scheme of the wrapper and look and taste of the:
Marathon and gradually UK sales recovered. -

Learn More!

For some more brand name differences across the world check this infographic:
zzed.co.uk/5869-brands-infographic =

Language is not just about words but also about images. In the USA, scantily cla
used to promote just about any product from alcohol, to cars, to dating apps. In
as highly offensive and such adverts and images would b d. The US bab
serious mistake when trying to sell their products * “far with an imag
was completely misinterpreted by Africar,
jar or box. Removing the baby

Some comp Xg@#re able to make very little differentiation to their products as
then target mass markets without much shift in global approach. Examples coul
T-shirts. This can apply to merchandising products where the appeal is the speci
Wars merchandise, for example, is the same the world over — that is the point — i
specific and instantly recognisable. Creating a local version would immediately d

Where an item is very brand-specific and the consumer is buying it for its brandi
markets with no change. The appeal to a mass market is the universality of the p
This allows companies producing these products to benefit enormously from ec
restriction when creating for mass markets is to ensure consistency of quality.
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— Questions: Demand-side Factors in Global Markets (3

1. Identify five areas of cultural difference you would research before launchi

international market. b

sRNNE
&@t\%\\\\&
T -

£ i
e
SR

o

.

2. Identify and explain how the following British products/services could be s
market. What are the characteristics of each of these products that disting
give an example from the marketing mix as to how they have positioned t

a) Harry Potter —yes, this is a product!

HE
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Impact of Globalisation on Local
Economies (3.4)

The Impact of Multinational Corporations (M

Local Impact of MNCs

Job Creation
MNCs investing in the {ocal economy tend to produce emplo
often operate at considerable scale and, thus, employm
community. Moreovet, the local labour force
benefit from increases in long-term job

ent opportunitiesgi
crease dramati

pportunities for professiona:

Indeed, Ireland’s experlp eign direct investment by MNCs can incré

in the Irish economy. The MNCs were companies i

-mportant!y such an increase in emplayment engenders a ‘multip
refers to the phenomenon through which an initial investment causes a reaction t
MNCs can increase employment, which increases consumer expenditure and, in
in other sectors. Sometimes, though, MNCs eschew hiring the local population.
into African economies in raw material extraction industries is commonly reported:;
Chinese workers but leave African workers unemployed.

Wages

MNCs often pay higher wages than comparable local firms, ceteris paribus. Inde
Hungary and Brazil seems to suggest that MNCs pay, on average, 4.6 to 6% high
suggested that MNCs are able to do this because they operate more productively:}
make higher profits. Therefore, MNCs can afford to pay their workers a little more:
workers are literally more valuable.

However, MNCs can also increase the wages in the local economy on aggregate. E
labour in the local economy which drives up wage rates for all of the local popul
particularly high —that is, the labour market is slack — the effect of MNCs on loca
if there is high competition for labour — e.g. in a tight labour market — then the i
rates is likely to be profound.

An important caveat to this analysis is that MNCs often only bring low-skilled emp:
e.g. an MNC such as Nike might introduce a manufacturing sector {o an economy:
roles remain at its headquarters in the United States. Acc gly, this employme;
there is little room for career progress, so MNCs min p the local econc:

Working Conditions
MNCs often operate their !
MNCs (usuali g ak::

re favourable working environments
tie margzns they are able to invest these profits in
g, ng modern technology that is less dangerous for staff;
o teens — that increase employee welfare. Moreover, because M
are very aware of their brand’s perception and the negative business consequen
Therefore, MNCs, by and large, tend to comply with important health and safety r
from workplace injury.

However, whether MNCs actually improve working conditions for their employeeséj
MNCs are often criticised of abusing their monopsonist power when entering ecoi
developed countries. Apple, for instance, has been lambasted for its operations in:
production process out to the Foxconn manufacturer. However, working conditi
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plants are at odds with the conditions employees would expect in the West. Fox
monitored by abusive guards equipped with riot gear, workplace injury is freque
crisis — Foxconn has since installed anti-suicide netting on its buildings. Therefo
improvements in working conditions largely depends on the institutional and re
operate, and this is immensely different between countries in the global North a

Local Businesses
The effect of MNCs on local businesses is twofold. From one perspective, MNCs
businesses in the local economy. This is because such firms are unable to compe
greater levels of efficiency — e.g. because of economies of scale or specialist expe
advertise their presence in the local community because of the wealth of funds t
local businesses that find that they have little competitive edge.in the local econo

market — this has a negative effect on local unemploym .

has decreaseu-~'ecause MNCs have hired most of the available labour force. Howe.
these effects might be beneficial in the long run for the local economy if it force
efficiency in order to remain competitive, or if local businesses begin to offer hig

The presence of MNCs isn't all doom and gloom for local businesses. Indeed, M
businesses operating vertically to the firm — this is referred to as vertical affiliatio
initially might boost employment in the local economy if they need local busines
the infrastructure surrounding it. Moreover, MNCs might depend in local busine
materials and other inputs for their production process, or, instead, to distribute
consumers. However, whether MNCs use local suppliers or distribution networks
questionable. Part of the success of MNCs is that they supply consistent product
suppliers at each of its branches its product would vary by region. It seems more
in a community while relying on established suppliers. Yet McDonald’s, the fast-
UK and Irish farmers — 16,000 in fact — to supply its beef to its 1,200 UK branches
MNCs having positive effects on the local economy through vertical affiliation.

Community
MNCs are highly concerned with their brand image and so often invest into the

MNCs, for example, might fund an area’s youth sports teams or give a portion of t
Sainsbury’s, the UK supermarket chain, is committed to ‘making a positive differ
so by assisting community groups and charities in effecting positive change in t
from investing in its community because it can bolster its ation as a respon
differentiate the business and put it ahead of other i Zing in its sector.
the specxﬁc needs of their community. This i be used by the firm

zero cost to their budgets. U!ttmateiy, ‘though it is the MNCS that beneﬂt the mo
distribute their products more easily than before. Investments in infrastructure are
could include investments in better sewage systems, local schools, and a whole
Finally, unless they are tax avoiding or evading, MNCs have to pay taxes to local
the local community because the local government has increased resources whi
improving investments. MNCs' contribution to taxes might have especially pron
economies where the budgets of local authorities are often constrained — althou
economy might make it easy for corrupt government officials to pilfer these fun
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However, MNCs are often criticised for the homogenising effect they have on co
economy might be eroded as MNCs come to replace local businesses over time.
to strip communities of their vibrancy and make individuals in such communities
local economy might be more negative than originally thought. Community is at
by eroding community and interaction, MNCs might introduce inefficiencies into

Environment
MNCs' effect on the environment is strikingly one-sided. While MNCs do try to |
production is often undertaken unsustainably, and at cost to the local communit
Mexico was the largest marine oil spill in the history of the petroleum industry. B
billion in damages for the accidental spill, but its effects are still being felt by fis
Interestingly, a 2010 report found that the top 3,000 busmess not all MNCs, b
$2.2 trillion of environmental damage. if they internali
MNCs improve the environment that they operat
is local governments that force the

hey do, it is rarely t

Nationa’

FDI Flows =
If a MNC is to establish itself in a foreign market it is naturat that some investmen
made — this is known as foreign direct investment, or FDI. FDI might involve an ME
assets, or direct spending on establishing a facility in the host economy. FDl is u
their citizens.

e Infrastructure: FDI can boost infrastructure creation in the national eco
can positively affect the local economy by improving pre-existing infrast
national economy - e.g. through attractive corporate rates of taxation, o
Economic Zone' — can accelerate infrastructure spending.

e Capital Deepening: FDI can bring about ‘capital deepening'’ in the host €
investment in innovative technology. Deepening refers to the situation th
increased. It is an important condition in economic development, and shcs
the productive potential of an economy. :

e  Training: FDI need not be limited to physical capital goods. Indeed, MN
capital’ — that is, skills and knowledge, etc. Therefore, FDI can increase the;;
through training and education. =

e  Employment: FDI likely increases employment directly through hiring o
indirectly increases employment by creating linkages throughout the ec
suppliers and distributers. Coca-Cola, for instance, might set up a factory
employment directly at its own factory, but also through jobs for delive
economy.

e Income: Since FDI constitutes an m;ectlon int
GDP. Short-run economic growth '

stic economy it
Sved by increases in FD

However, while FDI is deariy b
on the fact that most iscr e

respects for the national econom
aceted FDI, for instance, could be viewed
e ué\lity. Likewise, attracting MNCs to the national ec
junders the host economy for cheap labour and other raw mate
are limited i gﬁéé created between the MNC and domestic industries and so thée
might be limited.
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Balance of Payments
The Balance of Payments (BoP) is a record of transactions between the domestic eco
a given time period. It is comprised of the ‘current’ and ‘capital” accounts. MNCs are

First, FDI conducted by MNCs has an effect on the ‘capital’ account, which broad
FDI can be considered as financial injections from a foreign MNC into the nationay;
that the current account should be boosted by MNCs entering the national econc
factory for its Purina brand of pet food in Brazil — this investment cost CHF (Swis
million, which is a huge injection into the Brazilian economy.

MNCs also tend to trade on international markets. Therefore, if an MNC exports
‘current’ account should improve as exports exceed imports. Continuing the Nes
Nestlé intends to sell all of its Purina cutput in Brazlhan markeis, and so any prods
the current account as currency floods into the Brazi y. However, it is
effect can go either way. Many MNCs might ixa Haterials and other reso
utilise during the production proc at I1s imported constitutes a lea
these imports cutweigh ; & BoP is actually worsened by the presen
noting that maze | he questionable process of repatriating thei

Technology and Skills Transfer

MNCs are highly important drivers of technological transfer. Indeed, when an M
brings with it the expertise and innovative technology that has made it such an i
Bank, for instance, found that in 2002, around 700 MNCs accounted for a whopp
and development. Therefore, it is clear that any economy that is host to an MNC
investments in knowledge. Emerging economies particularly benefit from this tra
savings are usually too meagre to significantly invest in capital deepening. MNCs
required to improve efficiency and productive capacity in the host economy and, #
growth. Indirectly, productivity might also increase if the presence of MNCs forces
production to make themselves more competitive, both nationally and internatior;
transfer can be horizontal or vertical.

Moreover, MNCs can have indirect effects on domestic producers. Primarily, there ¢
whereby knowledge created by an MNC is used by domestic firms without compe
businesses might learn about marketing and management strategy through obsety
or they might benefit by hiring skilled workers trained by the MNC.

However, this knowledge spillover could be more insidious when national firms
engineering’ the products of MNCs. Reverse engineering is a process through w
product, and then this extracted knowledge is put in place in the development o
Reverse engineering is a particular problem in China, where domestic businesses
MNCs. In fact, the process of backward engineering techno%ogy and the lack of pr;
one of the biggest hindrances it has to future FDL

Consumers
Consumers also stand to benefi
e Choice: anar:!y

rice of MNCs on a national scale:
aturally the producers of some good ¢

Choicca onomy. Native consumets are, thus, able to choose
doi ns or MNCs — e.g. Vietnamese peaple can choose bet;
authy iethamese weasel dung coffee, or a Starbuck’s pumpkin spiceg

predatory price until competition has largely feft the domestic economy
choice will in actuality be reduced.

e  Price: MNCs, because of their efficient scale and innovative technology
undercut domestic producers on price. Consumers in the host economy
prices in the presence of MNCs. Note, also, that competition from MNC
down generally, and so it is not only the MNC's product that is cheaper,
an MNC creates a monopoly, prices could in fact be higher than before!

Course Companion for A Level Edexcel Economics B: Theme 3 Page 46 of 84

EE

—

\\\\\

-

\\
W

%

/

b2z
i

\\‘\

@iy,

RS

s
iy,

i

/////
//

\\\\\\
.
\\\\\

7~

g

%f//

L

/////
e

’7/////

\\\\\\
sy

\\\\

COPYRIGHT
PROTECTED

ig
Qg

Education




e Quality: MNCs might be able to produce better-quality products than t
most likely the result of their better technologies and working practices,
international competitive pressure. Consumers, therefore, benefit from a
aesthetically pleasing products than before. Importantly, though, MNCs
goods that have built-in obsolescence or are just cheap mass-manufact
that the products on offer will actually be better quality.

Business Culture

MNCs have the ability to completely revitalise business culture in the host econor:

in human capital and knowledge generation, previous employees are able to leavé
with similar cultures to the MNC. It is likely that over time this wilt affect the overa}
MNCs also change business culture through imitation. Firms
changes in business operation or find themselves uj
Finally, the presence of MNCs might inspire in :
could create an entrepreneurial cu

host economy to be;
siness in economies that are ho

Tax Revenueg,
MNCs also _
even a smali g rate tax rate can bring in vast sums for the host economy’s gov:
turn, spend these resources on a host of potential investments — e.g. on educati

However, it is definitely not unheard of for large MNCs to avoid paying as much
retailer, for instance, was found to be avoiding tax in 2015 — paying only £11.9 m

in the UK. It has since been shamed into paying more tax in several European ecoi:
company to avoid paying tax; it is practised by such a large number of MNCs that::

evasion epidemic.

Transfer pricing is one way in which MNCs can avoid paying fair amounts of tax.

e national econg;
n economy shaké:

Chious fiscal benefits for the national economy. Indeed, since

the subsidiary of the MNC selling its product to another at an artificially low price
in the United Arab Emirates, which has a corporate tax rate of 55%. The MNC is g¢
much profit in this country because its profit will be taxed at this incredibly high r&

its output produced in the UAE to another subsidiary of the MNC based somewhe:
low. This subsidiary of the MNC is then free to charge the correct price for the pré:

of it across the world without worrying about large portions of profit being erodes

maximising, and this condition gives way to morally reprehensible behaviour, suck
MNCs will continue to act this way until they are held accountable for their actio
the journey will be long and arduous.
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Ethical Issues

What are Ethics?

Ethics refers to the moral principles that affect a person’s behaviour. It is essenti
and ‘wrong’ in terms of conduct. Ethics from a business perspective is concerned %
conduct in the business environment. =

Example: In the 1970s, Ford Motor Co. produced the Pinto. The Pinto was expos
the event of a rear-end collision. Ford's internal memaos indicate that the compa
chose not to instalt a simple $11 protective measure. Indeed, a small modification
deflected contact in the occurrence of an accident and. th
sound for its passengers — in fact, Ford estimat
conducted a cost-benefit analysis and ¢
against the company in the ev

X
ethically is oA ;mportant issue for many MNMCs - as indicated by the rise of cg

business approach.

Stakeholder Conflicts

Stakeholders are agents that are affected by a business’s actions. An MNC's behay
stakeholders, including consumers, employees, shareholders, and governments. Irii
of interest between these stakeholders and the resolution, or balancing, of these c
an MNC is to be viewed favourably.
e  Consumers — Consumers are first and foremost concerned with the pric
manipulate prices (especially if there is little competition) to the detrime
bargain. Consumers are also interested in purchasing quality products —

The Ford Pinto example mentioned above represents the conflict of inte
profit-maximising objective. Finally, consumers are concerned about pu

but a great deal of marketing is conducted through deliberate misleadin

e  Employees — An employee’s biggest concern is likely to be their salary.
interest between the MNC and the employee because the firm treats lab
and so looks to reduce costs at any available opportunity. Second, empl
of no interest to an MNC that will seek to reduce cost, and, therefore, emg
downturn. Finally, MNCs will do little to ensure that working conditions
required, but it's quite clear that employees would relish improvements
and beyond regulatoty requirements.

o  Shareholders — A shareholder’s biggest conc maximisation be
them through larger dividends. Ho ey

shareholders and managem

sommaonly referred to as the pri
Gf MNCs. While an MNC might look t
i who only consider their short-term gain. M
t}uce long-term growth — again, shareholders as stake
reduces their short-term financial returns.

¢  Governments — Governments are by and large concerned with the well
are welcomed because they bring FDI flows and increases in employment::
competition or culture, which the government will aim to limit. Moreover,
interested in the long-term sustainability of the economy, which is at odd;
associated with the arrival of MNCs.
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Pay and Working Conditions

Ethically, an MNC's biggest consideration is likely to be the treatment of labour
chain. While workers in Westemn economies have fought zealously since their res
basic protections against malevolent or negligent employers, those in LEDCs oft
protections. Nearly every European country, for instance, has in place a national
exceptions for Switzerland and the Scandinavian states — but the same is often no;
economies.

Figure 1: National Minimum Wages in Selected Asian E
Monthly Minimum Wage Mc:
{Domestic Currency) -

Country

Bangladesh
Cambodia

indonesia 00,000 DR
4350 INR
N/A
1128980 KRW
# Taiwan 21,009 TWD
Thailand 8083 THB
Vietnam 2501950 VND

Globalisation has led to many MNCs outsourcing parts of their production proce
MNC that produces labour-intensive manufactures such as clothing, or other tex
profit-maximising business perspective that such an MNC would enter, say, Ban
that the firm is legally required to pay is $19 a month. It is said that MNCs partic
bottom’, whereby they increasingly seek business opportunities in countries that
minimum wages. Moreover, because of their international mobility and intense ¢
investment by MNCs, this practice is set to continue; MNCs benefit from cheap |
pretty much the expectation in a globalised economy that MNCs operate in this

probable that the clothes you are wearing as you read this chapter have been pr
economically far more destitute than the United Kingdom. However, since the 1

criticised by the anti-globalisation movement for such practices. Yet, while the w
countries are particularly low by Western standards, they often represent a majo
options that people in LEDCs would otherwise have — e.g. agricultural employme
considered better off than before, having moved from a position of intense pov

living. Opponents, though, would argue that they have merely swapped one set o
Ultimately, MNCs must manage their interests between making cost savings throu
in a manner that is deemed ‘fair' by consumers — e.g. corporate social responsibili:

LEDCs by exp'féé"t'mg them to work in cond,stzons that are grossiy disparate to the
they apply different standards to desperate workers in LEDCs to the ones they a
this practice has been widely criticised by the anti-globalisation movement. An i
Kathie Lee Gifford, a celebrity activist who worked with Wal-Mart and endorsed
suppress abuse of manufacturing workers in LEDCs. Kathie's products were later fo;
working environments in Honduras.
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Environment

MNCs are also critiqued on ethical grounds for their effect on the environment.
significant interest in contemporary society as economies move rapidly towards
environmental damage — e.g. the breaching of the world's CO, (carbon dioxide)
balance their objective to profit-maximise, and, thus, contribute to environment
that they will receive from environmentally concerned consumers and the financ
imposed on them by domestic governments. Another concern might be that en
their long-term growth objectives if the MNC's operations depend on the natura

MNCs' effects on the environment can be broken down into two categories: emi

unfavourab!e ieve!s of pollution — e.g. the Enwronmenta}
Protection Act 1990. But in LEDCs such regulation is by and
large missing from public legislature. MNCs, therefore, are able
to situate their production in such countries and can freely
pollute without considering the effects they have on the
environment and people who depend on it. India, for instance,
is home to the most polluted city on earth, Delhi, but Indian
officials are unlikely to pick better environmental outcomes
over the increases in employment that MNCs bring. Yet,
emissions are a serious issue — throughout the world, around
3.3 million people are killed by air pollution each year.

¢ Waste Disposal: MNCs also contribute to environmental damage throu
disposal. LEDCs, unlike their Western counterparts, are lagging behind i
legislation that would prevent MNCs from damaging the environment t
UK, for instance, there are disposal plants that can efficiently convert wa
measures that prevent firms from disposing of their waste in a damagin
LEDCs freely dispose of their waste without considering environmental i
illegally export their waste to LEDCs because it is simply more cost-effec
said to be becoming the world's rubbish dump. Landfills in Kolkata are p
electronic waste containing toxic elements, and are scoured by destitute
of financial worth. Another example is China’s du ; of nuclear waste
of Africa — this practice has turned once-resy ali fishermen in
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Supply Chain Considerations

MNCs operating in the international economy are likely to have their production
different countries. However, this affects the complexity of their supply chain, mak
and address areas of ethical concern.

o Exploitation of Labour: Exploitation occurs when there is an asymmetri
actors, and this asymmetry is then abused by the powerful actor for thei
excessive labour hours, a dangerous working environment, harassment ari
and coercion.

MNCs quite clearly have the power in the relationship between employe
home to such power dynamics and MNCs are acc producing, or at
contemparary slavery, ‘Bonded labour,” or 3G, is a form of cont
bonded labour refers to the cyc individuals are coerced
off loans that are specifics #t0 be almost impossible to be re
prevalent in Sou ILO estimates that more than 11.7 milli

vl ! parary slaves through the mechanism of debt bo
our into this inescapable life.

However, even if an MNC isn't benefiting from this particular type of co
acting in an exploitative way. It has been suggested earlier that MNCs o
forms of employment in LEDCs, and individuals freely choose to work for
compulsion. Yet, is this choice truly free? If an individual's only choice is
an MNC in a workplace that is deemed unfit by Western standards, MNCs:;
exploitatively by abusing their power.

e Child Labour: MNCs are also complicit in the exploitation of children th
LEDCs often send their children to work instead of to school for financial &
gained from education - e.g. because of a lack employment opportunities:
sense for households to prioritise labour over education for their children
child labour is illegal, it is not so often outlawed in LEDCs. MNCs (usually
but because of the traditions, cultures, and economic situation of the cout
often indirectly benefit from the exploitation of children. .

Child labour is considered to be another form of contemporary slavery.
200 million children in employment today, of which a staggering 73 mill
important to remember that this practice was once normal in Western e
industrialisation, and that LEDCs are following a similar pattern of devel
West to consider this practice unethical while we enjoy the fruits of simil
efforts to prevent child labour in LEDCs might produce unintended cons

= ngladesh, legislation
seius of young girls into a life of prost
mes few formal education institutions

manufacturing sector
considering that
|t

change and prevent it occurring. Samsung, for instance, has a 'zero-tole
completely avoids factories that are known for such abusive behaviour.
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Marketing Considerations

e Misleading Product Labelling: Ethically, MNCs must also consider whe
product in a misleading way. In the UK, government-imposed trading st
Descriptions Act — make it illegal for businesses to falsely advertise their
one’s product is included in these marketing standards. Naturally, it see
misled when making purchasing decisions. However, following the estab
United Kingdom, or other Western economies, is not necessarily true ac
little international regulation on marketing standards. Therefore, MNCs

EEaa
.

S
S
&

S

) . : e
national standards. Yet, even when there are national standards in terms * \?\\§
remarkably easy for MNCs to be truthful yet misleading — e.g. an MNC lak —
99% better than the 'next best' alternative implies superiority, and can eas: Nl

being the best, but this information means nothin

next best’ aIterr‘éj
on the market... -

~

e

RS

How, then, should MN usence of marketing regulations? |
; in international markets about, say, the
rability, and what consumers can expect to gain fro;

is little incentive for MNCs to be truthful when it comes

R

\%\\\\\\\i\

i

a
"4

G

B
E: B
\\\k\\\\\‘\ks\\,

e

e Inappropriate Promotional Activities: MNCs also receive scrutiny for i
most commonly if they are offensive or outright illegal. In 2016, for inst
advert received international scrutiny because it included blatantly racist

g

respectful of the culture of countries in which they operate, not only for §\\ %
because they might risk offending market segments which could otherw L R
1 H I . .. . § \
Bribing' is a form of corrupt marketing activity that is generally outlawe \ &
in China engage in the practice of ‘gift-giving’ in a business environment i )
social connection. MNCs, therefore, need to consider the cultural context i \\\\%
perfectly legal for Chinese business executives to offer thinly veiled bribes: o
. . . . P = S

in the UK could land them in trouble for illegal marketing activities. N
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Controlling MNCs

Although the operation of MNCs can produce real benefits to the host economy, :
autonomy of MNCs is also likely to produce negative outcomes as discussed in t
imperative that MNCs are controlled in some form or another.

However, since MNCs operate on an international stage, the issue of control is ¢
for instance, might feel it necessary to control the behaviour of Asian automobil
the UK for the good of its citizens. Yet, Nissan has no commitment to remain in
environment is unfavourable, it can simply leave —taking the benefits of FDI, em
bolster the government’s coffers with it. Alternatively, Nissan could exert its pow
for its own benefit. Therefore, there is a certain set of political, legal, and social i
imposed in order to quarantee that an MNC produc
minimum cost.

Political Influe

Political infi

make the M\ae®
have on a business enterprise, since it is the government that directly manages t
12 largest companies, for instance, are all state-owned - including financial
that operate on the international stage.

However, while SOEs are effective in terms of engendering direct control, there a

e  Firstly, SOEs might be wrought with corruption. Indeed, SOEs are a usefu
officials to embezzle funds or can be captured to serve their private specig
opague in their operation and thus tend to avoid scrutiny from the gene
China, for instance, might involve extortion and other abuses of power. |
business executives were detained on suspicion of corruption as part of
corruption campaign.

e Anotherissue related to the use of SOEs is that government expenditure
expenditure. Funding for SOEs is naturally controlled by the government
available for private enterprise. Moreover, this funding might keep SOEs
market competition, creating productive inefficiencies in the economy.

e Finally, because SOEs are generally not profit-maximising, there is less ne¢
innovative technologies or R&D. Innovation makes the economy more pre
consumers in terms of offering better products. -

Yet, even if the government doesn't take direct control of a MNC it can still affect
tools. MNCs can be limited in their operation through th mentation of int

Iy
at'can strengthen them against comps:
effectively become the ‘puppet-masters’ ofii
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Legal Control

Governments are also able to exert influence on MNC behaviour by employing t
Governments have a paternalistic function and have an imperative to control the
legislation, regulation and taxation. MNCs tend to favour countries with little reg
with a legal environment similar to the country of their headquarters.

Environmental regulation, for instance, could prevent MNCs from creating negat
national economy. Moreover, governments in LEDCs could impose legislation, s
regulate firms' work environments, and create constitutional workers’ rights that
cheap labour by MNCs. However, an important counterargument to this is that t
LEDCs that are tooking to attract FDI by MNCs. MNCs will, instead, seek other co
invest in. It is important that governments halance thes:

Another important legislative tool is tha
monopolistic behaviour can enat
markets In the UK there

policy’. Governments w
i policy in order to ensure the effic
n and Markets Authort ty that among

need for effectrve enforcement if a govemmeni s pohcles are to take hold.

Finally, governments can use fiscal tools to affect MNC behaviour. Europe has th
across the world — about 19%. It, therefore, should attract more business investm
which is said to have the third highest corporate tax rate. (Note, however, that a
also an important consideration for businesses looking to invest — so not everyth
rates.) Many MNCs avoid tax — using crafty, legal accounting methods to reduce
also evade tax — which means using illegal methods to reduce their tax bill. Gove
loopholes in their systems of taxation to limit this deplorable behaviour by MNCs::

Pressure Groups

Additionally, consumers themselves can be powerful influencers of MNC behaviot
ultimately, sold to consumers, they are often at the whims of shifts in consumer
When an MNC's behaviour is actually lawful in a given institutional framework but:
reprehensible, ‘pressure groups’' can use numerous methods to effect changes the:
broadly refers to collections of individuals or voluntary organisations that campa
influence corporate or political decisions.

Pressure groups in the UK include organisations such as Greenpeace, the environn:
Corporate Watch, which investigates the impact of commercial behaviour, Stone
Fawecett Society which campaign‘s for women’s rights

‘ ssociation, whic

were found to be usmg child labour to produce their products. Pressure
of a Pakistani child stitching a Nike football and the image gained consi
Nike's then CEO, Phil Knight, acknowledged this shift in consumer perce
Nike's ways.

e Direct Action: Pressure groups are also able to take ‘direct action’. Theseix
protests, strike action or disruptive behaviours that make it difficult for an
instance, anti-globalisation pressure groups protested outside a Seattle
Organization, disrupting negotiations, and bringing anti-globalisation to t
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Another example of direct action is the concept of ‘tree sitting” whereby
themselves to trees in order to disrupt logging or other commercial inte
headlines after activists spent 51 days tree-sitting 65 metres up in a gian
current record for the tallest tree-sit.

e Lobbying: Pressure groups can also achieve their objectives through lo
through which pressure groups attempt to influence policymaking offici
legislation or regulation. Lobbying in Washington DC has become a maj
National Rifle Association spent $3,360,000 in what are effectively legal
regulation of firearms.

Social Media

Finally, a more modern bracing effect on the NCs is the rise of so
it ng of information between |
Aithough such websites serve a

easily through'websttes such as Wikipedia.

Often criticisms of MNCs go ‘viral’ — this refers to the rapid reproduction and sh
information. Viral criticism has the ability to rally activists and concerned stakeho
exerting pressure on MNCs to change. It also alerts governments as to which iss
However, there is a danger that viral information can be misinformed at best, bu
- such information could damage an MNC's reputation even if it isn't true.

Learn More!
Can you think of a recent examples of viral campaigns on social media, e.g. Face;
How do you think MNCs would respond to this?
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R Ry

= Questions: Impact of Globalisation on Local and Nationa

1.  Why are MNCs important for national economies?

What is an example of a horizontal technology transfer? What about a vertica;
Do you think it's misleading to compare relative wages between countries?

How can businesses show that they are operating fairly and responsibly in LEE

i s w Db

Read the following case study:

|dentify an ethical concern. How could an MNC mitigate this?

6. Assess one advantage and one disadvantage of political control of MNCs.

7. How might the agenda of a pressure group such as Greenpeace affect busine

8. What methods do pressure groups have available to them in order to control
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Global Labour Markets (.

Employment Patterns

The growing global labour force

There are several important features of the global labour market in the past few d
Firstly, the sheer number of working people has increased substantially, from aro
2.9 billion in 2010. This is predicted to increase to 3.5 billion by 2030.

re are about 3 bili:
gh. The rapid growth .
growing participation of women :
sonomic growth has been the single gre
— far more effective than any Western aid p

Part of this increase can be explained by population
today than there were in 1980. This isn't the oriy {1
India increased the global labour s
world is another factor. In fact
of poverty over the

Another im¥8€G#¥ trend is that the share of total income going to labour has fa
to calculations from the OECD (Organisatien for Economic Co-operation and De
went to labour in the 2000s, falling from 66% in the 1990s. More of the total sha
improvements in technology have allowed machines to replace workers in many
machines in shops). This has implications for inequality, and is linked to the struc

Structural change

It's not just the number of workers that has been changing: the type of work the
time. Workers in developing countries have been moving out of agriculture in d
factory-based work. This has allowed these economies (particularly Asian econo
export to developed countries, potentially displacing low-skilled workers in deve
industry is a good example of this: British steel workers cannot compete with the
likes of China and Taiwan). Much of the growth and development of these emer:
booming international trade.

For developed economies, the structure of labour markets is also changing. As d
manipulate and develop new technologies) increases, the relative wages of low-
contributed to growing inequality and discontent among unskilled workers who
them behind (Brexit and the rise of US President Trump can be partly explained
reason why so many more young people in the West now go to university in an
the UK, the proportion of people going to university has more than doubled ove
20% in 1990 to 46% in 2014). '

: Yy in the West remains a
Ly In particular. This is especially co
i more important to have a productive la
cted that there will be a shortage of high-skilled w

Despite the rise in university attendance,
generation’ in countries stuch as |
ageing in the West, whick
global scale '

Overall it is quite a mixed picture; there are plenty of challenges ahead for society%%
productively employed and that the distribution of income is equitable. =
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The interdependence of labour markets

The growing trend of globalisation has meant that global labour markets have bei:
interdependent. Now, the wages of a worker in China or India have an impact on ‘
for workers in developed countries. It has become easier for firms to move to low::
investment), so there has been a tendency for the wage gap between developed &: i

narrow. It has also become easier to transport goods around the world, so if two i

. . . . . z; e
in different countries, then consumers will choose the one that is cheaper. §§‘§
oW

EE
E 5
w

There is still a long way to go before the gap in wages is completely closed, altho

some degree of 'catch-up’ of the wages of workers in developing countries over t . gy

B

All this had led to an interesting pattern for inequality; i on a global scal \@x\\\\\
countries are becoming richer. However, inequalit ual countries ten §\ \\k\\x
ifd, and some peopleind % \\\;
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Wage Rates

The wage rate is determined by the labour market forces

of supply and demand. If a factor of demand decreases Wage | s
then the demand curve would shift in and the wage rate Rate | R
would decrease. If there was an economic boom then (£) ‘ - @
consumers would have more income and demand more & \\
goods. Firms would attempt to increase production in \\\\\‘\ &
order to meet this increase in demand. The labour market \\‘\
would see an increase in the demand for labour and the WR: N
demahd curve wobfld shift out from Dy "to Dyz, the WRy |------- %‘\\\\§\§
quantity of labour in the market would increase from Q4 = BOE R
to Qo and the wage rate would increase from WR; to W -

If there was an increase in the determin
supply of labour, then the supy b
s

iy,
e

/////f
A

population v Tall and so would the supply of labour. Wage S
The supply curve would shift inwards from S¢1 to Siz, Rate (£) L \
causing the quantity of labour available to fall from Q; to \\\\\

Qus and the wage rate to increase from WR; to WR..

g

So what are the factors that affect the demand and
supply of labour...?

////

////////

z
;
1
S R _—————
E

.......... \%\\\\\\\\

Factors that Influence Demand for Labour (DL) \§ \\;\\
¢ Wage Rate \\\\\\%
Wage is the price of labour and as the law of demand | \\\\\i§
states, as price increases, demand falls, so, as the wage Qza \\‘\\

rate increases, the demand for labour falls. As the price

of something increases, consumers are likely to swap to consuming .
a substitute good. This is known as the substitution effect. Capital and labout::
production; therefore, as the wage rate increases, firms are likely to swap to
explains that as people’s incomes rise they are likely to increase their dema
they make. If the wage rate goes up, then their profits fall (their incomes fal

. Demand for Goods (Derived Demand)
If the demand for a good goes up, then the producers of that good will see
to increase production they will need more labour and so the demand for |
means that the demand for labour, just like the demand for a good, is influ
incomes and the conditions of the economy (booms angl secessions).

e  Productivity of Labour
If workers become more product;ve ‘
output without increasing ¢
purchase mote Iabo
is deteriqy

COPYRIGHT
PROTECTED

s Produce more goods. This
gir workforce will produce more
productivity increases, firms are likely to ¢
Is. training, education and general human capital.

ig

proﬁtable the firm is, the more labour it wilt demand. This is why, in an uptu
is likely to increase because firms are more able to purchase labour. In a do
for labour falls as firms cannot afford to expand and may even need to down:

e  Substitutes
Labour and capital are substitutes when it comes to production. Therefore,
depend on the price of labour, but also the price of its substitutes. If the pri
likely to demand capital over labour and, therefore, the demand for labour
then firms will switch to using labour and the demand for labour will rise.

Qg
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Supply of Labour

Factors that Influence Supply for Labour (DL)

s

i
s

S

:: m\\\w
e  Size of Working Population (number of workers) \§

The size of the working population depends on
school-leaving age and retirement age. If more
people are able to work, this will mean there |
greater supply of labour. If the retirement ag
and the school-lfeaving age in
be fewer people of worki
labour will fall

¢ Wage Rate
The wage rate also affects the supply of labour. From a supply point of view, 3
willingness and incentive to work. At higher wage rates, more workers are li
supply of labour will be higher. At lower levels of wage rate, workers will be
labour will be supplied. This is especially noticeable if benefits for unemployrs:

&

i

e
i
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e

RS

supply of
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If peop: X, brking age migrate then this will affect
the supply of labour. f people who are unable to
work or are not of working age migrate then this will &\\\\i\\\i\m
have no effect on the supply of labour. If people

immigrate (come into the country) then there will be s,
a greater working population and the supply of 4 \
labour will increase. If people emigrate (leave for w®#
another country) then the supply of labour will fall - \\\\\
because there are fewer workers available in the country. o

g

i

L

e
#
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¢  Willingness to Work (Preference for Work) _
Labour and leisure are substitutes because time is fixed and people can chog;
people would prefer to work because of the additional benefits of work (e.g
labour will increase. If people are less willing to work then the supply of lab
work can be increased through wage rises but also by reducing the cost of
have children, they will need to pay for childcare while they work; this is a ¢
of childcare, it will be more affordable and more people will be able to wor
labour. Willingness can also be increase through non-monetary factors, suc
conditions are low, people will be less willing to go to work.

e  Barriers to Entry
There are many barriers to entry such as the qualification requirements, leg
work visa} and length of training. These factors can prevent someone from
therefore, affect the supply of labour. This can be occupation-specific or na
permit or visa in order to work in certain countri less of the occup
before becoming a doctor or architect. If ti re barriers to the labot
join and so the supply of labouy : \1ere are no to low barriers to en
people will be able to jri tote, the supply of labour will be greater..

COPYRIGHT
PROTECTED

it affect the supply of labour in a variety of ways. Firstly, they:
Wse there are incentives of being a member, such as offering pro;
working conditions and wage rates. This would increase the supply of labouri;
organise strikes and reduced hours. This will reduce the supply of labour in tk
affect the elasticity of supply of labour. Because trade unions present a coll
union members will have more control over the market and trade union me
inelastic than those of workers who are not members of a trade union.
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Further Learning...

Skills, Training and Education

Human capital is the value or quality of a worker such as their skills, knowledge,

For example: University is an investment in human capital. It increases the educa
increased wages a degree offers is the return on the investment.

This can determine the productivity of labour, i.e. if a worker has more experienceéi
at doing it. Investing in human capital will increase the quality of a human as a lat:
quality of a good, the higher the price will be, and this is the same for labour; th
the higher their wage will be. Increased human capital collectively across the eco
because the more goods each unit of labour can produce the greater the sum amg:

Global Competition, Recessions and Redundancies

Greater competition has a downward pressure on prices. Labour can be sourced
market and so global competition has been argued to ha
will mean firms will try to cut back production in orde
will employ far fewer factors of productior B

_ apital and machines,
tin recessions. Increased g

» O ourced at a much lower rate on the global market, th
Four (wages).
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Trade Unions and Professional Bodies

Trade unions are groups of workers who are in a similar industry or sector. Trade
and offer collective bargaining power, which means they have more influence to
working standards.

Due to their size and market power, trade unions can behave in a similar manner
trade unions can be seen as market imperfections that distort the market. This is
labour market and restrict it from operating freely by, for example, preventing w
equilibrium level.

For firms, this means they will face higher labour costs which will bump up the ¢
this means firms will raise the price of their goods in order.t:: ver the higher co
firm was not exploiting its market power to suppr n ithe first place. The
trade unions: studies suggest that havir 4 Dody of workers can imp
workers and management. Thev ¢ certain workers being discrimin
worker receives a dece :

Course Companion for A Level Edexcel Economics B: Theme 3 Page 62 of 84

EE

—
) @\\v\'\\'\c
B S 3

e

g

~

&

i

i
e
o

iy,
w4

@
S

#

RS

R

i,

-
b \\&gt\\\\v\\’

R 3
_\\\\\\W

: i

w4

i
i

£

iy,

2

y

i

/////
it

i

&

i
R
T

o

COPYRIGHT
PROTECTED

ig

Qg

Education



Minimum Wage Legislation

The Impact of a Minimum Wage on Markets

The national minimum wage is the lowest wage that a firm
can offer. The diagram to the right depicts the effects of the

national minimum wage; it is similar to an excess supply Wage 'y
diagram. This is because the national minimum wage (WRi) is Rate

above the market clearing wage (WR,). )

The higher labour prices mean firms' profits fall and so they WRil_____

are less able to purchase labour {income effect). As labou
becomes more expensive, firms will look to switc
capital (substitution). At the new mlmm
demand for labour falls to Qg
purchase labour at this n
would be vz

WRe |-

Wwilling to
. ide, more people /

Laiheir labour as the benefits of

‘ f} ihcreases,

Because Qg is higher than Qs, there is an excess of fabour, i.e.
the amount of labour available for work is greater than the
amount of labour firms are offering to employ. The spare
labour shows the unemployment rate. This means the
national minimum wage can create unemployment in

the market.

Other disadvantages of the national minimum wage can include inflation. This is
labour costs on to the consumer in the form of higher prices. Equally, as labour
to compete on the international market with countries such as China. This mean

reduce international competitiveness which can have an effect on the balance of

There are also benefits of a national minimum wage, however. For one, it raises th;
earning less than the minimum wage. This can also reduce income inequality as
least are brought up.

The effects of a national minimum wage will be more obvious the higher the mini .

market equilibrium. If the minimum wage is set close to the market equilibrium,
effect on the economy.

Minimum Wage in Developed and Develo ‘Countries

damaging for’ many reasons; to recap on these reasons, see syilabus topic numbet

However, the social benefits of having a minimum wage can outweigh the adversé
why the UK has a minimum wage and other emerging markets, such as China, are:}
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Skill Shortages and International Competitiveness

Structural change is when the economy changes its industrial make-up, i.e. old i
and new industries open up. Dynamic change is good for an economy because r
inefficient and less-profitable industries; these resources can then be allocated t
profitable industries. However, there is a level of ‘friction” involved and, although
benefits, there are short-term (often social) issues involved with changing.

Workers and other resources cannot always change so seamlessly from one indu
required in old industries become redundant and they lack the new skills for the
workers who have been ‘released’ from the old sectors are left without and unablé
lack of skills.

This means, as an economy tries to gain a compe
a shortage of labour with the right skills
costs of production. Internatior
market and bring the su
this is the ‘infe

»y~having new, inno
= labour means the wag

riess will be lost until enough labour::
it the wage rate down (until they have gg

Mig rationw

Wage
rate (£)

W.R4

e

Migration occurs for a variety of reasons and its effects differ depending on these :
find work or for a specific job, such as a foreign company headhunting a worker,
needs an existing employee to help set up a new firm in a foreign market. Some
oppressive regimes in their home countries. Others may migrate for greater oppoii
attending a foreign university. -

Those who immigrated to find work
find it will not affect emplo
increase the number of o
Those who

employment DUt the number of unemployed will
not be affected. High levels of immigration can fill
any shortages in industries that may exist within
an economy.

It can be argued that increased immigration will cause the labour supply curve t
labour to fall. However, this is irrelevant because wages tend to be ‘sticky’, meanir
instead remain stuck in the higher position; equally, there is a national minimum
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Effect of Migration on the Economy -
Increased immigration will increase demand in the economy which will encourage::
firms to expand production which in return will cause the economy to grow and -
create more jobs.

Economic growth can also occur from immigration because there is more labour &
(more resource) available for an economy to expand. Working immigrants will pay:
government will have higher tax revenues.

Migration will carry hu
levels of immigration w
nd education. Econon;
nd themselves in
rfect mobility of labg
countries by enabling
waotkers emigrate leavi

Learn More!
Read Kevin O'Neil's article from 2003 on Taiwan's
‘Brain Drain or Gain’
zzed.co.uk/5869-taiwan-brain-drain

capital.

"

Migration :feelgution to shortages of labour
Some people might argue that migration is useful to plug gaps in labour markets::
shortage of skilled construction workers, and there are always shortages of nurses%i
Encouraging migration for these reasons is particularly appealing given that the pi:
migrants tend to be young and healthy, so they are less of a burden on public seri:
taxes than they receive in benefits.

However, there are potential disadvantages of migration. It can cause overcrowdi
such as the UK where there is a shortage of housing. If migrants are not well inte
cause social tensions as well.

This question has a political dimension as well: how much control does a country
conditions of the UK's membership of the EU is that it accepts free movement of
removes some degree of control over EU migration, although the UK does have a:i:
migration. This system does benefit UK citizens who want to move abroad, howev:

Inequality and Incentives

Some people may not work because they believe they cannot earn enough to me
minimum wage is used as a labour market incentive and is designed to encourag
This ensures workers will not earn below the set minimum and, as a result, worke
employment they can cover basic needs. By encouraging people to work, a gover
people in absolute poverty even though the minimum wa not be enough

Course Companion for A Level Edexcel Economics B: Theme 3 Page 65 of 84

EE

—
) @\\v\'\\'\c
B S 3

S
&
B

| *
A

i
2z
2

N

|
L™ 4

S

@i,
i

&\\\\\\\\\\\
s

G
-
.

: i

\\\\\\\\
R
T

s
S

&\\\\\\\\

b2z

i

o

%,

P
G

i

b

i,
i

re
iy

COPYRIGHT
PROTECTED

ig

Qg

Education



— Questions: Global Labour Markets (3.5)

1. a) Explain a major change in the labour markets of developing countries in:
b) Explain a major change in the labour markets of developed countries in

EE

W

2. Using a diagram, show the effect on the supply and/or demand for plumbers @i\\\w

a) Better technology means that plumbing problems are less likely to occus PR,
b) The wage rate of electricians increases significantly. i\@*%
c) The government funds the training of new plumbers. - sy
o &
3. How did the global recession of 2008 affect wages of workers? \\\

&

i

_If
i

m wage predicts.
nimum wage has:

4. a) Explain what the basic economic model of the minir
b) In the UK, there is little evidence to suggest th
Why might this be the case?

~

e

5. a)
b)

Explain the term ‘net m

RS

ws of a country experiencing high net m S

\%\\\\\\\i\

i

a
"4

G

B
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Inequality and Redistributi

Poverty and Inequality

Measures of Poverty

Absolute poverty is often measured by a boundary; if a
person earns below the boundary they are in absolute
poverty, Although the margin varies over time, due to
inflation, most economists these days put the line at
$2 a day.

Relative poverty, however, isnota d
varies across countries becar::
relative povertyif th

‘sidre. The level at which a person
age wage in each country is different. In
% of median income.

Person: 1 2 3 4
Income: | £10,000 | £20,000 | £25,000 [ £40,000 | £50,000

Measures of Inequality

Lorenz Curve A
The Lorenz curve is used to show the inequality levels

in a country. It plots the accumulative income against  parcentage
the accumulative population. What this means is that
each percentage along the axis has been added on
the one before. So you start at 1% of the pop
and you plot how much income the :
percentage of the whole incn
economy. Thenyou nintisn
to make 2% bl ¢ aite first 1% and the second
1%. So whel @tlot the income that this 2% earns,
you would look at both the income the first 1% 5 6%
earned, plus the percentage of income the second

1% earns.

90% f-----

64% |-

% along, th?s adds

20% {.

A completely equal economy would have 10% of the
population earning 10% of the income, because you are only looking at 10% of tk;
income will be earned equally by the other 90% of the population; each extra per¢s
an extra 1% of the total amount of income. The 45 degree (dashed) line drawn on::
perfectly equal progression.
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The solid curve show:
™ each percentage of t
the diagram, 20% of

Extra Activity! Coe,
Watch this video on the income inequality in
America, both the ideal perception and the
shocking reality:
https://www.youtube.com/watch?v=QPKKQnijnsM

20% of the income; h
5.6% of the income. T
inequality because th
have. 90% of the pop
income in the economy; however, 90% of the population (a large majority) only
over half for what is nine-tenths of the economy. This means the top 10% earn 3
third of the income earned by the whole economy which goes to only 10% of th
is to the 45 degreg line, the less income inequality
thatesggitdgehe £:onomy.

of Income

Gini Coefficien

EEaa
.

S
S
&

i

-

&

i

b2z
i

S

@i,

/.W

The Gini coefficiest is a number th \\ he \\\\\\\\\\\\§
N i B ps
Loren; czurve aqd 8 & ding . .
to their inequality AR .
ared \\\\‘\\\\\
N . -
r the \\\\\\@
S the
) R X B
45 degree line, thk mores: N B Ntuller \\\\\

e

the coefficient .m \

= — \\\“\\\, B

AreaprediesB of - § \

Population = ! &

Further Learning... @\\\\\\\\

L
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i
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T
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Learn More!
Some famous economis;
include Thomas Picketty:
Research them and theit
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Visit http://www.adam
on the ‘research’, 'news’
date articles.
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Reducing Poverty

How do they differ...?
Economic growth looks at the changing output of goods and services (changing
the increase in not only economic terms (incomes, outp ments), but also
of life, standard of living, inequality).

ugh the exact relationship is deba
ic grow will result in mcreasmg econo

There is often a relationship betws,
true, it is believed that in

for example.

Can Growth Reduce Poverty?

Most economists agree that economic growth is a necessary but not a sufficient ¢
This means that economic growth is always an essential part of poverty reductio
itself doesn’'t guarantee that poverty will fall. To guarantee poverty reduction, ec
inclusive (i.e. the benefits of economic growth must flow to a wide range of peo
the top).

As mentioned in Section 3.5, China is an excellent example of how economic gro
China abandoned communism and introduced radical market reforms. The follo
growth lifted 680m people out of poverty. In 1980, 84% of the population was in
around 10%.

However, economic growth is not the only solution to
poverty: economic development is important too.
Poverty is only measured by someone’s income, so it
does not capture factors such as access to clean
water, infrastructure; or the availability of services
such as education, healthcare or banking. A more
rounded picture of someone's situation has to be
captured before we can say that someone’s quzli

Learn More!
Read the following art
paoverty reduction ove
zzed.co.uk/5869-end-pos

Even though a lot of progress
way to go. The remai
countries th

‘ n poverty reduction over the last f;
nly seem to be ineffective or corrupt gove
sSnomic reforms.
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Can Aid Reduce Poverty?

Aid is a complex topic with controversial opinions. There are two parties on the t
pessimist’ — who believe different things on the effectiveness of aid.

The Harrod—Domar model explains that it is low domestic saving rates that mea
levels of poverty. This is because spending and investing boost an economy but
savings rate mean firms and individuals have little money to spend and invest. T
little tax revenue and lack the funds to invest in poverty-reducing policies. From
savings rates and be used to invest in policies that support those on low income
social mability by providing individuals with access to education, for example.

However, some have argued that aid provides a reward f
able to grow and develop will be provided with ai
it has a negative impact as it distorts the

d it has been suggested
trade and promoting the free “

used to boost development.
It is believed ey a micro leve} but not a macro one. This could be be
one policy. e Poeen found that aid is directly reliant on the quality of economic |

should adopt good macroeconomic policies to increase return from aid. Aid is mé
that have open trade and tight fiscal/monetary policies.

However, there is no ‘hard and fast' rule as to what an effective economy is, and
Governments of developing nations may waste aid on inefficient policies and thi
from continuing with the aid, which is unfortunate because countries with bad p
who most need aid, but they are instead being ignored.

If the ability to make aid more efficient is known, but its effectiveness is still in g
to why countries give aid should be questioned. It may be unjustifiable if aid is u
countries and not the recipients. Motives are questionable when imperfect know
manipulation power means aid could be used for the interest of the donor coun
Lerner plan was intended to promote Europe as a trading partner to improve th
donated to Sri Lanka after the tsunami to help with the clean-up. But this meant
accustomed to their equipment and it locked them into trade.

Equally, just as aid can be used to boost the donor’s economy, it can also be used:s
ideologies. It is believed the donor country will economically influence the recipiet
will seek help from whoever is providing it, is in the donor country’s best interests
1960s, Kennedy provided aid to Third World nations under the ‘peace corps’ pol
used to encourage capitalism and prevent the spread of communism. Parallels has
the modern motivations behind America’s aid and its ‘wa

e no political agendas
e conflicting views from donors a:
veryone. However, some NGOs can focus :
mgly produce no results due to lack of exact me
: ample, schools were provided in Africa but they were
o' -problem, To solve this, an NGO dredged Amsterdam'’s riv
with a few repa:rs were able to provide them to the African chifdren. This signific
boosted the skills and education within the economy and, most importantly, wit
market for bicycles did not exist in Africa.

NGOs could be a better form of aid distrib
multiple principles and goals. Thev,
objectives as they attempt,
within a countzgt
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Poverty Reduction Policies

Policies that are designed to reduce the number of people in poverty (relative or
reduction policies’. The UN has over 4,000 different projects designed to help peo
governments to reduce the level of inequality within their economy.

Examples of poverty reduction policies include:

Labour laws to protect workers

Social safety nets and a progressive tax system

Microfinance schemes (e.g. lending to poorer people to help them set up
Improve infrastructure (e.g. roads, providing public transport)

Improve provision of financial services {e.g. banks — many people in devel
mobile phones to transfer money)
Adopting sensible macroeconomic policie
Promoting economic growth (cou!d
Improving education a
Subsidising agri

d'in various ways, e.g. ope

Fovision
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The Impact of Inequality on Economic Agen

Impact on Individuals...

For shareholders and business owners, it is beneficial to keep costs as low as po
Wages are a cost of production and, therefore, it is advantageous to keep wages &
however, the labour is their product and it is advantageous for them to obtain the
gain a higher price (wage) workers can improve their skills and ability (their produs
things such as education, training and work experience. Inequality and poverty,
progression and prevent social mobility. For example, doing A Levels and going
of education a worker has and, therefore, they are more able to obtain a higher
students will still need money in order to cover their fivi Diverting time
given towards earning an income and s stud y'on wealth that th
also earn an income while studymg, but es {time) are limited an
who are both trying to work an wely affecting their grades, well-be
little weaith to start with Sle to study and acquire the gualifications t
ing them in a similar social-financial situation to tha:

Social problems that were originally associated with poverty have instead been foi:
rather than poverty. Prospect Theory states that choices and satisfaction are all
because we as humans gather our information from what we perceive from our st
‘points’ from which to compare. Therefore, the ability to afford and cover our nees
everybody has, the basic needs are ‘socially constructed'. If a person feels they are |
society, then they will feel deprived, discontent and ‘left behind'. Social problems,:
and run-down areas, can occur not just because of a lack of funds, but due to th
out from society.

Impact on Firms...

Productivity of labour is about the number of products each individual worker car;
productive workers because it reduces average costs. It is believe that inequality if
the productivity of the workforce.

Productivity is affected by various aspects, two of which are the morale of the w
capital (skills, qualifications and experience). The impacts of inequality on individu;
reduce the productivity and efficiency of workers who experience poverty and ine
morale. Workers who feel left out from society may have low morale and thus be ;

Equally, workers who experience poverty can lack the opportur‘~1ty to increase thei:
means warkers who are on the lower end of the inco ty level are likely 3
therefore, will be less productive.

Impact on the

Too much i kv Negatively affects the economy because it can slow growth.
surplus incor™®ihereas low income earners will have very little spare after they K
Any surplus income from this can be spent on more goods, invested in business
that the surplus income from higher income earners will be reinvested in boosti
expansion or starting up new firms. However, most agree that too much inequal
because most of the surplus will be saved, whereas, if this was more evenly distri
of that income would be spent rather than saved. Spending the money will have &
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Redistribution of Income and Wealth

Wealth can create income, the money and items stored can generate a flow of m
of is a house. The house is wealth, it is a stock/store of m it if you let it out:s
an income back in the form of rent.

Incentives and th

Without in¢ .
skills and caX5ues to make the goods we want may fequire mcentwes to encol:
Incentives are used to influence people's behaviour and persuade people to act m
both positively and negatively. For example, encouraging labour market participa
by providing rewards to people who work (wages), but also with disincentives to
working (being unable to afford the goods they want or need)..

The poverty trap, also known as the unemployment trap (or ‘welfare trap’ in the
taxation and means-tested social programmes keep the poor in poverty. The poo
support when they meet the criteria of means testing — that is, people must be d
government help. In order to stay on the social programme, a person must conti
makes saving difficult (impossible even). Once a person accrues enough finances
poverty (whether through savings or regular employment), they are hit with incre
support. In some cases, such as with those in low-income employment, workers a
actually have a better quality of life by remaining unemployed. These factors drag::
thereby continuing the cycle. .

The government is working to combat poverty through initiatives such as its Wor
This initiative pays credits to low-wage earners, who are 25 years old or over and
Low-wage earners with children are eligible to claim from the age of 16 as long as:
hours per week. While this helps some families, there are still many issues, such as:
meet the financial requirements of the initiative. Due to this, people are still force
employment, which makes it difficult to save money and break the cycle.

Taxes and the Provision of Service

You will not need to know the i

rgs of the tax system, but if you W|s}‘
explains some more o .

angd their effectiveness.

: Types of Taxes
Progressive ¥¥xes are constant-level taxes that do not change by income level o
known as ‘flat taxes’ because taxpayers will pay, for exampfie, 10% of their incom
pay £100) or they earn £100,000 (and pay £10,000).

Proportional Taxes are taxes that vary depending on the level of income somebc¢
the incident of the tax changes with differing income levels. So somebody earning.
tax (£100), but somebody earning £100,000 would pay income tax of 30% (£30,0
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Regressive Taxes are taxes that result in charging low-income earners more than
example, a government may impose an environmental tax on fuel in order to red
externalities. However, it is generally low-income earners who will purchase old ¢
afford the new, greener cars. Therefore, low-income earners will pay more in fuel

Assessing the Types of Taxes
Proportional taxes can be seen as a fair system because the rate is the same and
income levels. There are fewer bureaucratic procedures with progressive taxes wi
understand and cheaper to administer. They are much harder to evade or avoid b
percentage and so claiming you are earning less doesn’t make much of a differen
don't discourage or disincentivise working like proportional taxes do because the
increasing their incomes. This means peaple are less likely to

Progress;ve lw) k:
progressive YRt that they can dzscourage people from attempting to increase
people feel disgruntled or fined for ‘working harder’,

Regressive taxes are often implemented to correct other market failures but are t
are likely to face more than higher-income earners will face. This will worsen unev

The Purpose of Tax

Government spending is funded by the revenue collected from taxes. This means
viable due to taxes, any increase in spending must result in increased taxes in the
does not always result in increased tax revenue for the government.

The Laffer curve describes a negative parabola relationship between tax revenue
rate will increase the amount of tax revenue the government receives, until a poin
revenue will only disincentivise people to work and encourage tax avoidance or tag
will decrease from an increase in tax rate beyond this point. This means there is a
highest tax revenue.

Tax Revenue

Taxes not only help to provide and fund services, they can aiso be used to redistr
By taxing the higher ends and providing support to the lower ends, the inequality
choosing the correct level of tax is not so straightforward, as has been shown wit
earlier that discusses taxes. Too little tax means the government does not have th
will only run higher and higher debt levels. Too much tax will discourage people fi
discourage people from working.
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N

o U W

Questions: Inequality and Re-distribution (3.6)

Explain the difference between absolute and relative poverty.

If Romania has a Gini coefficient of 28 and the USA has a Gini coefficient of

income equality?
Explain some of the pros and cons of using external aid to reduce poverty i
Explain the difference between wealth inequality and income inequality.

Explain what impact inequality might have on the economy as a whole.

Explain what factors the government might consider befare deciding on inc
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Answers

Globalisation (3.1a) S—
1. Advantages . \\\\\\\\\
Any from — increased consumer footprint — more sales / potential for new p R
franchisees’ own ideas / future development in linked countries, e.g. once s §\\\
. . . . . W
Norway / social openness and integration / speed of access to information W e
to Internet / global unity on issues such as environment / more jobs for thosé \\‘\
g y J T
Disadvantages S
o : . -
Loss of jobs in local economies as local competitors lose out / sweatshop w . § B
jobs in host nation as work outsourced to other co Yy

trade is two-way / dilution of cultural div
identity / unacceptable working pr

////%

mogenised productg;

RS

2. Levels of adaptation T

e Minize e is the same across the world — with differe .
e

d 1y power systems §\ \

L W

o ReGng/language some adaptation to take into account local pref -

essentially the same — Coca-Cola is locally bottled and distributed but e \
e More extensive devolution of local control, using local suppliers, empl
flexibility with the product being sold, e.g. McDonald's allows local fran \\\\
products BUT McDonald's logo, supply chain, sales technique and met @\\\\
Globalisation (3.1b) ) \\*‘

St

1. Globalisation has given countries such as China access to a huge global ma
costs of production (such as wages) are fairly low in China, they can produc
them all over the world. This generates higher incomes for the people in the
lead to higher living standards. You could also add that developing countries:
which they can import from abroad, which increases the quantity of goods th:

17/

/////

\\\\\\
sy

\\\\

k3

2. The two main answers are: inequality (since not everyone benefits, particula
developed countries), environmental degradation (the rise of manufacturin
environmental cost). Other answers are possible if well justified.

3. Sandy's real income would be lower than £30,000, since inflation erodes the E;g
inflation rate of 4% means that £30,000 buys slightly less than before, so in
goods Sandy can buy (in real terms) her income is lower than in nominal te

Here's ancther example to illustrate this: suppose that an economy experie
that a loaf of bread cost $1,000. if the economy produces the same amount
GDP it will look fike the economy is super-rich, a%l th ad would be worth :
rate is so high, the real value of this GDP wou!
produced; it's just that prices are infl;

COPYRIGHT
PROTECTED

ted to use calculations to convert betwes
y mean and why they are important.)

(Note: in the exam yo
you should und

2R SRR

b) Falc® i g
¢ 810 kilos (600 multiplied by 1.35)

Qg

Education

d) Between May and June. Strawberry production increased by 19.8% (1155‘
bigger than any of the others: the only other one that comes close is J
increased by 17.4% (135 minus 115, divided by 115).

(Note: if you struggled with these percentages, make sure you underst
important skill in economics!)
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5. Possible answers include: the work of the WTO, the introduction of previousls
global market (e.g. China, ex-Soviet economies), the growth of trading blocs

6. a) A country might specialise in producing a good if it has some advantagé
raw materials, access to good technology, a trained workforce). This en
good on the world market (either because it is of a high quality or bec
generating higher returns.

EEaa
.

S
S
&

Ty

g

b) If a country specialises in only one good, then if the market for that go
in real trouble. Essentially, specialising in one type of good is a risky str

&

i

7. Trade creation is when the introduction of a new trading bloc enables trade £
happen previously. In contrast, trade diversion is when trade that did happen:
introduction of the bloc (since it might become more effe:tive to trade with g
outside the bloc). -

b2z
i

S

@i,

8.  Your diagram should ook li w. Domestic supply of the good h k\\\\\\\\\\\&
the supply of the ¢ rid market has fallen from Qu to Q. e
N

i

/////
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World Price +Tariff

Pw+t b ————— o .t g o N ¢ o ¢ 4t 8 o

World Price \\\\%

Pw }

Do

»
»

Q Q@ Qi Q Qi Quantity

9. Imposing protectionist measures can be counterproductive because they e
retaliate with protectionism of their own. So even if one country gets paid
paying higher prices for imports, cancelling out any ariginal benefit and po

10. The WTO is responsible for: promoting competition in glabal markets and s
accessing the world market, taking into account

COPYRIGHT
PROTECTED

11. The exchange rate fell because invest
demand for pounds fell, reduz

12. a) {f the excha
or1g2e Sie keep buying imports at a higher price then this ‘im
i yate overall. As such, a fall in the exchange rate is associated wi v
pecpie's demand for domestic goods (which are cheapj increases, then i 9
demand and hence inflation.

Lcaeater uncertainty about th
ahge rate with the US dollar.

ates, that means that exporis appear cheape:

1

b) The effect of a depreciation in the current account depends on the priceéj Qg
and exports. Suppose the PED for exports is high. Then a fall in the price: EdUCQ‘tiOﬂ 5
will lead to a large increase in demand for them, improving the current §
will occur if the PED for imports is low: then an increase in their price (d
large fall in demand for imports. More exports and fewer imports means;
will improve (resulting in a trade surplus or a smaller trade deficit). -
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On the other hand, if demand for exports only increases slightly after t
then the total value of exports might actually fall. Similarly, if demand
(price inelastic) then more will be spent on imports in total. In this case

will worsen. e
S
L3 . o . \\
Economic Factors in Business Expansion (3.2) :\\\ \
. . e §
1. Any two examples contrasting an advantage/disadvantage —_—
e eg. Specialisation — the UK is world-renowned for its financial services at \\\\Q
profitability if it focused on that as a main export. However, this does nc g
among UK workers and the necessary dependence on importing other ¢ % B
services do not feed people. it is not a totally se ient country so \Q\\\\\\
. , : &
comparative advantage would not work as’it does not have st \\ o
perfect competition model wit W

RS

R

iy,
e

¢ international trade — it is cheaper &
raditionai dothmg manufacturlng bas

o UK textile business h

/////f
A

g

i
2. Comparative growth between UK, Europe and USA that they are on a simila \
other countries on the graph. Europe is still a viable market. Venezuela and \\\\\
be a source of labour or natural resources. China is still at a higher GDP tha
down as it becomes a more sophisticated market but it is still a worthwhile t&: @ \
= \%\ \%\%
Conditions that Prompt Trade (3.2.1) @\\\\\\\

’7/////

/////

s
sy

\\\\

1. Answer should include growth potential of the market — GDP and sheer size ¢!
World Cup and attention and development of infrastructure as a result. The
companies are there means regarded as stable. Oil and gas reserves mean
with natural resources. Economists believe they will continue to grow. New m
eager for more expensive products.

2. a) They are a thoroughly established business so they have established m
efficiency. Tried and tested quality product in domestic market — niche
successfully in domestic market before exporting. They use a local man
have been very patient developing good contacts and procedures that

b) Decided to export as niche product so expansion domestically would h
market demand and were able to develop India because of reputation
Specialised product so higher returns on investment made the expansi

COPYRIGHT
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Assessing the Potential Different Economies (3?5

1 a)

Responding to Global Demand (3.3.1)

Three reasons to market first, with production later:

1. Test demand

2. Test price points — designer pricing varies between countries
3. Establish distribution channels and delivery options

Three reasons to go into production:

1. Can reduce costs for domestic product

2. Cheaper than producing in Nottingham and have reached capacity i

3. Need a retail outlet to appeal to potential consumer so will have to
can minimise delivery and shipping costs by being more local tom

Any five from the below, or sensible alternatw
. Should the company test a high-

7. What legal issues are there surrounding production in each country?
. Which market do they want to focus on and which country has best

3

4

5. S

6. ~l.~~fw wm they monitor quahty?
7

8

9

. What grants are available to trade with these countries? Are there a

At least five supported reasons why a specific country has the right bala::
the shoe company to consider it viable. (This could be a group exercise &

arguing the case for a specific country.)

1.  Sweet manufacturer adaptations:

1.

China

e  Consider colour of wrapper — maybe RED for good luck sweets

e |evel of sweetness offered

e Shape of wrapper to accommodate Chinese writing being more v

e  Distribution channels need to be internally run — China is a very la
population

India

e NO animal fats in ingredients — many Indians are vegetarian so sw

e Size of bags — a lot of India outlets very small — so local distribution;

e Bollywood - celebrity endorsement possibility
¢ Price - a lot of very low-income families - s
USA

at: to be priced wit

Higher sugar content unles -conscious market

omestically first befc:

: ey have different taste perc
t supermarket shopping — many Amer
witostalgia/tradition as a marketing tool

Cocoa solids ratio diff
Larger sizes

shi e

Local partner has a proven product to work with and distribute.

a benefits from not having to have large physical presence in tk
costs are limited to shipping the concentrate. Local distributiors.
their bottling partners. Local partner can adapt sweetness, etc. to suit log

It creates labour in the foreign country — BUT wages are still lower than &

host country.

If labour costs rise — Coca-Cola could simply move its outsourcing to a ¢

investment in infrastructure.
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Demand-side Factors in Global Markets (3.3.2)

1. e Food content — e.g. vegetarian or not

e Local herbal remedies that already exist — e.g. China has a strong tradltlcs{ b
e Health profile of the target market — e.g. higher levels of diabetes than ¢ e \
friend| \\\\\
v . y i
e  Restriction on images in target market — traditionally health foods are a¢
attractive men and women in exercise clothing — is this acceptable? - \\\\\% \\
e  FDA/health food regulations in target country .
Existing distribution channels — pharmacy/supermarket — where do mostﬁé N

e Health structure and system of target market ~ free healthcare / paid he
health / government support for heaith

b2z
o

\\‘\

2. Harry Potter — fitms / books / merchandise /
e Very British — although new fil :
American actors.

////%

RS

R

iy,

F,
: \\\\\\
e Partof the successful British film industry — adds to tourism. : e \
e  Many language barriers but not.altered to accommgdate as this is part \\\\
Some cultures frown upon magic — others embrace it — but school them;
is very specific in its structure, based upon English education system. - \\\\
- & \
ASOS L ] §
e  Affordable designer niche. Instant gratification — targets those who want .
the time a groundbreaking delivery model — now imitated by many othe 4 \

St

e  (Capitalises on watchers of TV celebrities and fashion followers. Specific
outside its age range of 18-25. Uses high level of Internet interaction, s¢
broadband and who are tech savvy.

17/

/////

s
sy

\\\\

Metapack

e A follower of other niches — online e-commerce shopping but focuses o}
delivery system. Uses innovative technology so only for companies whos
or who want to be. Bespoke design so tailored solution. Online so no de
intellectual capability of design team.

Impact of Globalisation on Local and National E¢

1. MNCs are important for national economies because they have the ability t
macroeconomic variables, MNCs natural need to invest when entering foreigs:
have positive spillover effects on the national econo .
e MNCs can increase employment in the natio
e MNCs can produce productivity aa’

indirectly through learni
o  MNCs can incre?
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2. Horizontal technology transfer occurs when technological know-how is tran
e.g. if Apple begins production in China, its technology and expertise might
computer manufacturers and software developers. Vertical technology tran
between different industries. Vertical technology transfers can be either for
transfer might occur when producers in the host nation purchase inputs of
technology becomes imbedded in and improves the final good; a backward
transfer knowledge backwards to their supplier — e.g. Amazon's logistical ex
backward to its original suppliers if they help their suppliers modernise thei

Qg
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3. It might be misleading to compare wages between countries because it coul
workers — especially in LEDCs — are being exploited by MNCs through ‘wage
should reflect the productivity of labour. Differences in capital inputs — e.g. te

education could account for the disparities in productivity, and so wages, be b

countries. While wages are considerably lower in LEDCs, it is likely just a refle b \
less productive than Western workers. §\\\\\*‘

4. MNCs can employ many initiatives to show that they are operating fairly in L i \\\
publish lists of the contractors and factories that they use in LEDCs so consu \\\\ &
following ethical practices. MNCs can also ensure standardised levels of safe b\\\\\§
by refusing to work with substandard contractors. MNCs can cooperate with St
they are helping to mitigate their environmen‘tai footprint. {There are many § § .
show they are operating responsibly — linking to the ide orporate Social R \\\\\\

5. Ethically the concernis that Monsanto i
gain. Indian farmers need not be o
actions have made this { :

MNCs Would be he

@iy,
£

i

&\\\\\\\\\\\
s

\\\\\\
-
\\\\

b2z

////

/////

6. Political control of an MNC could include either direct or indirect control. Tha
controlled, state-owned, or just influenced and coerced by political action. D
potentially beneficial because the government is the ultimate decision-make
working towards achieving its objectives. However, direct control can easily
might be inefficient, and doesn't necessarily ensure the government achieve
might include measures to influence MNC behaviour such as imposing a tari
is that it allows officials to challenge business and address concerning issues
controlling stake. Yet, there is only so much a government can do to influen
and it could also cause adverse or unforeseen consequences.

i

%,

'f//////

P

\\\\

\\\\\\\
g

L ¥
\\\\\\\\\i

b

i,
'f/////

7. Greenpeace is an environmentalist pressure group. It can exert pressure on N
most likely in relation to emissions, waste disposal, or other environmental ¢
means to change business behaviour, and some are more disruptive than ot
oil company from entering an oil-fracking site by forming a human wall. Ultirs:
always to influence the business's behaviour. .

8. Pressure groups can call out or ‘name and shame’ — e.g. shaming Amazon an;;j
could also take direct action — e.g. through protest or running campaigns. Fir:
their objectives — e.g. by writing letters to MPs and governments.
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Global Labour Markets (3.5)

1. a) The main change here is that there has been a large increase in the supp;
countries. e

b) The main change here is that there is growing inequality between skiIIec; *\\\\i\\kk\\\\

demand) and low-skilled workers (who are in competition with low-cost: T .

2. a) This would cause a shift to the left in the demand for plumbers: i\\\‘&‘\\:\

&

4 s
Wage \\§

Rate (£}

&

i

_If
i

~

e

RS

R

\%\\\\\\\i\

i

a
"4

G

U

Q @ Quantity of \\\\\\\\\\\\

Plumbers s

b) This would cause a shift to the left in the supply of plumbers: §\ \\\
Wage | A

Rate (£) & & \§
St

R
T

v

Q Q Quantity of
Plumbers

c) This would cause a shift to the right in the supply of plumbers:

COPYRIGHT
PROTECTED

ig

Qg

Education

Quantity of
Plumbers

Course Companion for A Level Edexcel Economics B: Theme 3 Page 82 of 84




3. Ingeneral, it led to a fall in the wages of workers. Demand for goods and se
economies, so demand for labour was also low (since labour is a derived der:
were frozen) and unemployment rose.

—
) @\\v\'\\'\c
B S 3

&

N

4. a) The basic model predicts that the minimum wage will push the wage ra
an excess supply and shortage of demand for labour, which results in urs

b) There are several possible reasons, all of which suggest that the basic mi;
e Perhaps wages were below equilibrium to begin with (this could be
well informed about alternative job opportunities, or if their skills c
to another)
s Perhaps increases in the minimum wage are guite small, so the effe

naticeable - §\%
¢  Perhaps firms agree to absorb the highe: sts and accept slig; @\\\\\\
the case particularly if firms ca fare of their workersi: §\ \*\ﬁ
ighores). It could also be t minimum wage, firms with =
workers below tha £'Wwage rate. R
h b k hat th d e
Otheggns: , but it's important to know that the predicti .
4 : » p % @x\\\\\\\
i etonormic reality. & \\§
5. a) Ne™Gration is the difference between immigration and emigration in \\\\*‘\\\\

if immigration were 100,000 in a year and emigration were 80,000, then &\\\\f\\\%\\“

S

: i

Possible costs include: \\\\\\\\
e  Social problems

= S
e Overcrowding ) \\§

s
S

&\\\\\\\\

b) Possible benefits include:
e Economic growth
Filling skills shortages
Reduced burden on public services
Cultural enrichment

.
i

°
P

P

w

iy,
E

o
iy
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Inequality and Redistribution (3.6)

1. Absolute poverty is when someone’s income is below a fixed level (e.g. $1 a

someone is poor compared to other people in the same economy (e.g. belo b

—
\\%\\&\\
3. Onthe one hand, aid policies can be beneficial for developing economies beg &\\\?\\\\\\\?
abroad. However, there are numerous possible drawbacks of foreign aid. Sor: §§§

that certain conditions have to be fulfilled (which might benefit the donor ect 2
Also, if aid is not well targeted it could be siphoned off by a corrupt govern \\

k-
poverty. In this way, aid might be better targeted at a micro level, e.g. to h

2. Romania (lower Gini coefficients indicate better income equality)

&

i

_If
i

~

Most econamists agree that aid alone is insufficient to r.
economic reforms in the recipient country.

ce poverty; it is

e

4. Wealth inequality is when the diffe
very great. Income inequal
differs greatly from

waealth (i.e. the total st

iien people’s income over a particula S

R

“tend to spend a higher proportion of their incomes thari: A%

could rYRes iat economic activity in a country is lower than it would be ot
distributed more evenly, more would be spent in total. There may also be d

feel that they are getting an unfair deal, who are then less productive, reduc

i

a

w4

G

B
E: B
\\\k\\\\\‘\ks\\,

e

6. There are several important considerations for income tax, including:
e How progressive should the system be, i.e. how much more should hig

g

lower-income earners? What rate should people who earn over £100,0 §\\ %
who only earn £20,0007? L I
¢ When should earners start paying tax; is it fair to make people who ear @\\\\\\\\

i

i,

How will this affect people’s incentives to work? (Very high tax rates m
peop (Very hig -

they discourage people from working.) - )
* How much tax revenue are we going to earn? (Low tax rates might encoi; \\\%

revenues might be too low. The government needs to find the right bala§§ -
e s the tax system simple? (A highly complex tax system might confuse pe\ N\
collect taxes efficiently.) -
e The government may also consider the amount of revenue earned fro
income tax rates. (Income tax is the single largest source of tax revenu
generates less than half of the total tax take.)

/////
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